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Output expands faster than expected in the first quarter of 1999... 


Real GDP expanded a stronger-than-expected 4.2% (annual rate) in the first quarter of 1999, 
with broad-based gains in both domestic and external markets. : 


increase in household purchases 
d a big first-quarter advance, 


- Rebounding consumer confidence resulted in a sha 
of goods and services. The Housing sector also po 
shaking off a prolonged slump. _ 


- Business investment in M&E remained strong, but ena. on Non- Residential 


sharply-higher trade Bicalusk anda anne narrowing in Canada’ Ss current account 
deficit. The durable expansion in the U.S. seconomy, bodes well foro our future trade 


performance. 
...but growth in income and employiene is sluggish 


Employment growth has slowed substantially from its very fast pace in 1998, while i income 
growth has failed to keep pace with increases in household spending. Consumers therefore 
continue to draw on savings and add to debt, casting some doubt on their ability to sustain 
higher spending without a substantial pick-up | in income growth. _ 


Productivity is the single most important feeruirane of a ‘country’ Ss standard of porn 

Indeed, this issue's special report, Improving Productivity: The Key o Higher Living 
Standards, demonstrates that the sizeable gap between U.S. and Canadian standards of living 
largely reflects our lower levels of productivity. Increasing productivity would provide Canada 
with the greatest capacity to improve its standard of living _ 
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The economy starts the year strongly... 


Real GDP rose 4.2% (annual rate) in the first 
quarter of 1999, the second straight quarter 
in which growth in the economy has 
exceeded 4.0%. 


ae 


- The first-quarter advance was quite 
well-balanced, with strength in both 
domestic demand and export markets. 


oo 


With this release, real GDP growth for 1998 
was revised up to 3.1% from an original . 
estimate of 3.0%. 
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...fuelled by strengthening domestic demand... 


Final Domestic Demand 


Final domestic demand increased 4.4% — _ % Change, SAAR 
(annual rate) in the first quarter, a 
rebounding from sluggish growths in the | 
last half of 1998. 


- Domestic demand was supported by a 
sharp turnaround in both consumer 
spending and housing. Business 
investment in M&E also remained 
strong. 
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...aS Consumer spending rebounds... 


Consumer spending surged 5.1% (annual : 
rate) in the first quarter, rebounding from 
weak demand in the last half of 1998. 


———rrr—“—OO—_____C—__ 


Real Consumer Expenditure Growth 


a 
pa 


% Change AAR 
- Spending was up across all major 
categories, with a particularly sharp _ 
increase in purchases of big-ticket _ 
durable goods. 


Consumer confidence was severely shaken 
in the first half of 1998 by the falling dollar 
and rising interest rates (both related to 
global fallout from the Asia-Pacific crisis). 
A more stable environment has led toa © 
recovery in confidence, helping explain this — 
quarter's solid rise in household spending. 


..._—=—=—i‘ié«été# 


eausuaennrconcsie 


As 


. semenamaamae 


a 


Te > a 
0 Aa 0: 


a ay: 
al ¢ on ¥ 7 ‘ ~ he ching 
aii atid toma NEE. 4 ila 


eh 
fay 
dev a eae 


Me st Namie pe a 
_ te yinhaiciinaere a een a 
eas alia! | 
r.gigsi= (oneaitttaals 
ThHote Ee er ante wath: 
“sf tatolev geal 2 
| deta 
+ Raw ee ob ob bel natu acedlanewiom Pel 
53 a SST if inime an rane wt aI 
é | Se a a, Pe ee wore Basal | eal? Bilge eyhsup 


v i 7 
» 5 vs ao - yy 7 a) 
7 at. ~ 7 uy : or yy = iy 
; _ a - e a 3 ; 7 _ . “s i s 
ta - ° a - — ayy « ue 
} = on a ~ nit é 
: * yl eee ager ‘— 
a : a : y 
om ~ oh _ a 
=~ : 2 ® % ; 
| , a i } -_ - 
a a yi : 
- 7 7 
> ' = 
. = : 7 x. - : 
ee es re a — 


...the housing sector posts a sharp gain... 


Real Residential Construction Growth Real Non-residential Construction Growth 


% Change, SAAR is % Change, SAAR 
iS 6 _ 


-15.1 


93 94 95 96 97 98 4 1 93 94 95 96 97 9 
| 97 | 
Source: Statistics Canada Source: Statistics Canada _ 


Investment in Housing rose 16.6% (annual rate) in the first an peor of 1999, the first 
significant increase in over a year. New housing construction led this advance, but 
spending on renovations and the resale market were also up. 


Non-residential Construction grew errondly fcuahe much of 1997, it has since fallen in 
each of the past six quarters. While the most recent decline resulted from lower spending 
on both the engineering and building components, the prolonged downturn i in this sector 


is due mainly to reduced engineering construction. — - _ 


eer eT 
i: i pea at, 
“hh _. 


a 


0, hh a iba a raat wget moon 
aL FE im ‘ pee spatst gw hier nba 
AS See Tee A ‘ 7 bil 
> ae “mays Sein Lin al 


..and investment in M&E remains strong 


Real Machinery & Equipment Investment 
Business investment in M&E was up 8.9% 
(annual rate) in the first quarter. A large 
portion of the increase can be attributed 
to higher spending on computers and 
other office equipment. : 


% Change, SAAR 


] - Purchases of agricultural machinery 
fell in line with a drop in farm income, 
but investment in most other 
categories of M&E recorded modest 

: gains. 
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The trade sector adds to growth as well 


Exports increased by 8.5% (annual rate) in 
the first quarter of the year, building on 
gains of more than 10% in the previous two 
periods. 


Real Exports and Imports of 
Goods & Services 


- Export growth was fuelled mainly by 


. ; $1992 Billion $1992 Billion 
higher sales to the surging U.S. economy. 0 _ 50 


- On a commodity basis, increased exports Exports (L) 


of Autos and M&E (particularly computers 
and aircraft) were the main drivers behind 
the first-quarter gain. 


Imports rose 4.2%, with higher spending on 
M&E (related to higher investment) and 
Energy Products. 


234123 41 
98 199) 


With exports growing twice as fast as 
imports, Canada's real trade surplus" 
improved considerably, posting an increase 
equivalent to roughly 40% of the overall _ 
output gain in the first quarter. — 
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S/uggish growth in personal income... 


Growth in Personal Income Real Personal Disposable Income* 
% Change, SAAR $1992 Billion, SAAR 


500 
Oe 450 


400 


93 94: 95°96 97 98 Ga 2 Oi in a 81 838s 87 89 9 93 95 97 412344 
| 97 | 98 | 99 | jez} 98 igg 
Source: Statistics Canada “Converted. to real dollars using the chain price index for 


personal expenditure on g ods and services. 
Source: Statistics Canade : ind Indust. G Canada 


Personal income rose 2.7% (annual rate) in the first quarter ot 1999, ae from 3. 8% i in the 
previous quarter (when income gains were boosted by the end of tails nrest i in n several 
key industries). oe _ 


Disposable income increased. more naan (+2 1%), a as income taxes and. eon bygone to 
social insurance schemes rose at a faster pace than personal income. After yadiyeting for 
inflation, disposable income is up only 0. 8% ona yearovercye: ar bas : 
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With growth in consumer spending 
outpacing income gains, the saving rate 


dropped 0.8 percentage points to 1.4% in — 


the first quarter of the year. 


- This is the lowest saving rate on record. 


(available data extend back to 1961). — 


Consumers also financed new purchases 
by incurring debt — both mortgage and 
consumer credit. As a result, the 


household debt-to-income ratio rose toa 


record high 99.9%. 


Ratio of household debt 


income) 


% 
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Profits recover from losses in the first half of 1998 


Corporate profits rose 25.6% (annual rate) 


in the first quarter of the year, extending 
their recovery from sharp losses in the 
first half of 1998. 


- Profit gains were concentrated in the 
non-financial industries, notably 
Transportation Equipment, Business © 
Services and Consumer Goods & 
Services. 


- The first-quarter advance also reflects a 
modest improvement in the Primary 
industries, which have benefited from 
the recent firming of commodity prices. 


— Corporate Profits | 


% Change, SAAR 


91 92 93 94 95 96 97. 98 
_ gaCorporate Profits Ratio of Corporate Profits 
before Taxes (L) —_ to GDP (R) 


Source: Statistics Canada 
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Inflation rises early in 1999... 


_ Consumer Price Index 
After hitting a four year low of 0.6% in 
January, inflation has increased over the Year Over Yeat % Change 
three subsequent months, culminating in i a 
April's 0.7 percentage point jump to 1.7%. 


aa nee of claarette tax reduction 


The "core" inflation rate -—excluding the __ .  Sindiecttaxes ae 
volatile food and energy components as _ as -— aoe Pe eee. 
well as the impact of indirect taxes — was oe . —— XN fF }3995-2001 
1.5% in April, within the bottom half of the |! : ae 

1-3% target range set jointly by the Bank of 


Canada and Department of Finance. 
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...led by higher gasoline prices and other Transportation costs... 


Increased Transportation costs — 
including price hikes for gasoline, new Components of CPI: Apri 1999 
cars and trucks, and air fares — Year-Over-Year Price Change 
accounted for roughly one-third of the ee : 
1.7% year-over-year rise in the general | “Transportation | 
price level in April. : Health/Personal Care 
Tobacco/A hol 
- Gasoline prices were up 5.9% Clothing/Foot ear} 

compared to April 1998, the first ~~ feod iy 

year-over-year advance since PI, All-Items. 

October 1997. 
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Lower prices for computer equipment 
and telephone services have put 
downward pressure on the annual 
inflation rate. 
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...While prices for key commodities remain low 


Though flat in the first quarter, prices of raw : 
materials are down on a year-over-year basis. _ Price Chain - 1999Q1 
- Lower prices for vegetable products and — . 
non-ferrous metals (such as copper, zinc Raw Materials 
and aluminum) are largely responsible for 

this decline. 


Intermediate Goods 

- The price of crude oil has rebounded | : _ 
strongly in recent months. Crude oil © 
prices surged 25.6% in March and a further 
16.7% in April on the expectation that 
OPEC countries will follow through with 
their commitments to lower production. 


Finished Goods 


2 2 Anke 
Industrial product prices — those received by es senate eee 
producers at the factory gate - edged down ee 
in the first quarter, but were still up 0.2% on 
an annual basis. _ 


Source: Statistics Canad 


ee ae — 


We \ — on » 
aA 


bart pe, Ag 7 


a ae. 
Cre 
apis" she Te 
: 
; 


} tigihwin® wel 


er iF 7 
Pt i ae ' Daw a 


_ bd ] 
: cRtreO pidvatne: 
i 4 , ale é« 
mm, 
Hele fh Qa? 
ee : 
vf oaes Van 
+ e- | 
Gary ¥ ax pe pris, egnit * aa 
ics nm 
’ ; pe 
a 
. ’ ' 
4 » 


we fe eeabG — iY Ot ’ 
ahi 4 ie O< te "he fatale 


oi yn, he ais stale iy: 


Snct wores ts toe! battens moti 


 padinrjpoes 1 wWeciw) a6 i ‘ an 


wiriucder aan to abral 
Yat ML inane 
hui é ota doen eee ' :" 
‘ Meine Cee Py, ace | & wears = 
hw Hour edy “Desh a nia JAH 
te ae 


i 


Y 
~ 
oa 
° 

=) 
© 

vad 


See 


— 


ENG 


see 
Bs 


SS 


ess 


ee 


Hes 


— 


SO 


ae 


es 


Following a net gain of 453,000 jobs in 1998 
(the best year this decade for job creation), 
employment growth has slowed considerqay 
this year. 100 


Employment Growth 


Month Change (Thousand), SA 


Over the first five months of 1999, the 
economy has recorded a net increase of only 
73,000 jobs — including an exceptional gain of | 
87,000 jobs in January. Employment fell in 
both March and May. 


- However, it is important to note that 
173,000 net full-time jobs were created 
from January to May. These gains were 
partly offset by the loss of 100, 000 
part-time jobs. 
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...due to job losses in the private sector 


Until quite recently, the private sector had 
been the main source of new jobs in the 
economy. 


As of May, however, the number of paid 
employees in the private-sector had fallen — 
by 57,000 on a year-to-date basis. And, the 
level of self-employment (+3,000) is 
virtually unchanged. 


In contrast, increases in the Health & Social 
Services and Education industries have 
driven up public-sector employment by 5a: 
so far this year, for a net gain of 127, 000 
new jobs. 
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saUelewmont Private vs. Public 


Million Jobs : | = Million Jobs 
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_ Private-sector 


ae = a __ employment (L) 


"Public-sector 
employment (R) 
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January's significant increase in 
employment lowered the national 
_ unemployment rate to 7.8%. 


ae 


After holding steady through February 
and March, the unemployment rate 
jumped up to 8.3% in April, as a modes 
rise in employment failed to keep pace 
with a major surge in the number of job 
seekers. 


& 


In May, a small net job loss was 
outweighed by a much larger drop in th 
labour force, lowering the unemployme 
rate back down to 8.1%. 


4 Unemployment Rate (R) 
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Job gains have lowered unemployment rates 
in Manitoba and most Atlantic provinces ona 
year-to-date basis (including a drop of 1.7 _ 
percentage points in Newfoundland). 


- In New Brunswick, the unemployment rate 
fell only because a decline in the labour 
force outpaced job losses. : 


Job losses in Quebec over the first five 
months of the year have been matched by | 

fewer job seekers, leaving the unemployment 
rate unchanged. : 


Unemployment rates in Ontario and Alberta 
are up So far this year, as job gains have been 
offset by larger increases in the labour force. 


In B.C. and Saskatchewan, lower employment — 


has led to higher unemployment rates on 
year-to-date basis. . 
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...but significant regional differences persist 
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The sustained expansion of the U.S. 
economy has sparked fears of higher _ 
inflation, fuelling expectations of an interest Long-Term Interest Rates 
rate hike in the U.S. y 

In response to these pressures, bond yields 
have risen on both sides of the border. The 
long-term Canadian rate has risen more than 
30 basis points since the end of April. 


- Higher long-term rates have put upward 
pressure on mortgage rates. The 5-year 
rate is up nearly half a percentage point 
compared to December's record Wer 

As the bond market sell-off has been more 

pronounced in the U.S., Canadian long. rates 
have been below comparable U.S. yields Source: Bank of Ca 
since February. _ ao ese day 


Last data point plots: June 9, 1999 


la, Government long-term bond, 
he month and June 9, 1999. 
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...Short term rates edge lower in Canada... 


The Bank of Canada cut its trend-setting 
Bank Rate twice, for a total of 50 basis 
points, between late March and early May. 


- At 4.75%, the Bank Rate is now below the 


level prevailing last August when interest _ 


rates were boosted one full percentage _ 


point to support the weak Canadian dollar. | 


- Short term rates in Canada have been _ 
slightly below comparable U.S. rates for 
the past three months. 


The potential for higher interest rates in the 
U.S. could prevent further declines in 
domestic interest rates. The U.S. Federal 
Reserve recently changed its policy stance 
from neutral to a bias toward tightening. _ 


Short-Term Interest Rates 


90-day Commercial Paper, 
the month and June 9, 1999. 
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...providing a boost to the domestic stock market 


After losing more than twenty percent of its ____ Stock Market Indices 
value last August, the TSE 300 composite | 
index is slowly recovering lost ground, 13,000; 

breaking the 7,000 barrier in April for the first — 

time since July 1998. 17,000 


- Stock prices have benefited from an 
improved outlook for the economy, lower 
domestic interest rates and a modest 
firming of commodity prices. 


9000 = = =. S&P500 
7,000 


5,000 ‘TSE 300 


Se 


Still, U.S. stocks have vastly outperformed 
Canadian securities. Compared to July 1998 
(just prior to the major impact of the Asian 
crisis), the S&P 500 index is up 16.2%, a 
whereas the TSE 300 has yet to fully recover, = Source: Statistics Canada — 
and i is down 1. 3%. _. oo 
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Firming commodity prices provide support to the Canadian dollar 


After hitting an all-time low of US63.3/¢ in ___Ganada-U.S. Exchange Rate 


late August, the Canadian dollar has 
gradually recovered, trading above the 
US69¢ barrier early in May. 87 


$U.S. Per $C _ 


- The dollar has been supported by an 2 


improved outlook in the Asia Pacific 
region, which has led to a modest 
rebound in commodity prices. = 72 


ee 


More recently, concern over a widely 67 
anticipated interest rate hike in the United _ _ / Wl 
States (which the Bank of Canada is not pe 92 93 94 95 96 97 98 
expected to match) has put downward 
pressure on the Canadian dollar. 


Last data point plotted: June 9, 1999 


Source: Bank of Canada 
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The federal government posted a $3.5 billion 
budgetary surplus in the 1997-98 fiscal year, the 
first in 28 years. 


In the 1998-99 fiscal year, prior to end-of-year 
accounting adjustments, the government 
recorded a surplus of $9.1 billion — roughly the 
same as in the previous fiscal year. : 


- The budget is expected to be in balance once 
end-of-year adjustments are made. ifn ot 
needed, the $3 billion Contingency Reserve 
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Other levels of government have also been 
successful in reducing budget deficits. Along 
with the federal government, seven provinces 


budgets or surpluses in the current 4999-2000 
fiscal year. 
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Federal finances on track for balanced budget or better 


: will be put toward debt reduction. 

- By the accounting standards used elsewhere, 
. the federal government posted a financial 

: surplus of $10.8 billion last year. 


: Federal Budgetary Balance 


$ Billion, Year-To-Date 


997-98 mm1998-99 


Source: Department of Finance 
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Unit labour costs fell 1.1% (annual rate) in 
the first quarter of 1999, the third dropin _ 
as many quarters. 


- Total output expanded by 4.2% (annual. 


rate), exceeding the 3.1% growth in the © 
total wage bill. 
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Canada's competitive position improved 
sharply in 1998, owing mainly to a sharp 
drop in the value of our dollar. \ 


However, Canada's competitive position _ 


deteriorated slightly in the first quarter of : 


1999. At the economy-wide level, and on a 


common currency basis, Canadian unit 
labour costs rose 1.0% relative to those | in 
the U.S. 


- The Canadian dollar, which appreciated 
by more than a full U.S. cent over this 


period, was responsible for this de line. | 


- Apart from the exchange rate, Canadian 
firms were more successful in yo 
controlling costs in the first quarter 
Unit labour costs rose slightly in 
U.S., but fell in Canada. 


1ot ye t available. 
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The current account deficit narrows in the first quarter... 


. Current Account & T rade Balances 
Canada's current account deficit narrowed | . | : 
significantly in the first quarter, owing toa 


large jump in the merchandise trade 40 
surplus. 


$ Billion, SAAR 


. _ Merchandise f 
_ Trade balance / 


- The current account deficit fell from 
$16.5 billion (annual rate) in the fourth - ““FTEUE Baal wa 
quarter to $5.4 billion in the first quarters ~~ Oe 24 
the best result in two years. —— BS GEE. 


Canada's net position on the financial and 
capital account was roughly unchanged oa os or 4 aA 
with Canadian international assets and © _ — - oe 28 i) 
liabilities falling by similar amounts. _ The merchandise trade balance represents net exports ccec 


The non-merchandise trade balance represents net exports of services 
plus net receipe of investpent Neone and transfers. 


Source: Statstos Canada 
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...due to a sharp rise in Canada's surplus on trade in goods 


Ganadera merenandies trade eurplus Main Components of the Current Account 


rose sharply in the first quarter, reaching $ Billion, SAAR_ 
a two-year high of $30.8 billion (annual .  . 
rate). Q4/98 = Q1/99 


- Exports of goods increased 1.7%, 
boosted by higher sales of motor 
vehicles and M&E to the surging U.S. 
economy. Imports posted modest but 
widespread declines on the quarter 
(-1.6%), after advancing strongly in 
the previous period. 


The deficit on trade in services fell to an 
eleven-year low in the first quarter, 
reflecting lower deficits on travel and 
commercial services. 


Lower profits on Canadian direct 

investment abroad, primarily in the © 
energy and financial sectors, led to a 
slight increase in Canada's deficit on 
investment income. 


=a Current Account Balanc fereuandise Trade Balance 
+‘ Balance on Services I ivestment Income 


Source: Statistics Canada 
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Exports to the U.S. are up strongly on a year-over-year basis... 


Although growth in merchandise 
exports slowed in the first quarter, 
shipments are still up 10.8% ona 
year-over-year basis. 


- This increase is due solely to strong 
demand from the robust U.S. 


economy. Exports to the rest of he 


world have fallen. 


By commodity, exports of Automotive 
Products, M&E (notably aircraft) and 
Other Consumer Goods registered 
strong gains compared to last year. 


Resource-based exports tended to be 
weaker, with the exception of Forestg 
Products. 


a Merchandise Exports, 1999Q1 


% Change, 
$ Billion Jan-Mar/98 - Jan-Mar/99 


Source: Statistics Canada 
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...outpacing the rise in imports 


Merchandise Imports, 1999Q1 


% Change, 
$ Billion Jan-Mar/98 - Jan-Mar/99 
Exports to the U.S. have risen twice as 2 Total = 78g Ei 
fast as imports over the past year. ‘By Trade Partner 
Canada's surplus with the U.S. : 
therefore rose to $13.5 billion in the : apa 
first quarter of 1999, up $5.4 billion : al Others. 
from the same period last year. . oe 
; Agricultural & Fishing Products 
- Given lower exports elsewhere, Energy Products 
' eat H _ Forestry Products 
Canada s trade deficit with all other Industrial Goode’ ® Materials. 
regions was higher in the first - ‘Machinery & quipment 
iS = H - Automotive Products 
quarter on a year-over-year basis. Ofer Carsuiner Gorge 
By commodity, imports fell across all 
major groups in the first quarter, but 
are still up 8.0% compared to a year : 
ago. Energy Products is the only major 2 . “Change ($Billion) 
z i —  $Billion Jan-Mar/98 - Jan-Mar/99 
group for which imports were down on - ee 2 
the year. 


Source: Statistics Canada : 
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Output expands in most sectors in the first quarter... 


Output in the Goods-producing industries 
rose 3.4% (annual rate) in the first quarter of 
1999, building on a solid gain in the previous Real GDP Growth by Industry 1999Q1 


/ period. _ % Change, SAAR - 
Goods-Producing 


- Manufacturing industries opened the year 
strongly, aided by rising sales to the 
surging U.S. economy. Utilities also Manufacturing . 
posted a very robust gain. Construction | weld 


Primary 4.9 


Mies ees ees 
oe 


Utilities 


. - Within the primary industries, Mining 
. A Service-Produci 
remains affected by low global demand. a zs = 
3 s . af rtati $ : 
. Wood production was curtailed by quota Se Contnnicctcee 


restrictions under the Canada-U.S. oe 
softwood lumber agreement. Finance. ineurance & 
Real Estate 
The Service sector also expanded 3.4% = =———_—_—=Business Sev 
(annual rate) in the first quarter. . als 


Government Services 
- Strong demand for Business Services = |! 
(especially computer services) and Trade : = _ | age Change mala Percentage Change 
led the advance. Higherdemandfor = Source: Statistics Canada 
telecommunication services fuelled out ut | Ae ducati and Health & Social Services 
gains in the Communications Industry. : . 
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...driving up capacity utilization rates 


Capacity utilization in the Non-farm Goods- 
producing industries increased 0.5 
percentage points to 83.1% in the first Capacity Utilization: 

quarter of 1999. : Non-farm Goods-producing Industries 


- Higher production, due to increased sales | Level (%) Change (% points) 10-year 


: 1999Q1 A 

to the U.S. market and robust domestic Ee 
demand, led to the second consecutive Total A Goods-Producing 83.1 0.5 -0.3 81.5 
: = . Logging orestry 84.4 -1.9 -0.6 83.0 
rise in overall capacity use. Mining & Quarrying 77.2 3.5 7.8 84.1 
Crude Petroleum & Natural Gas 69.9 -3.4 -8.5 82,2 
4 Z 5 F Manufacturing 85.7 1.0 1.7 80.5 

In Manufacturing, capacity utilization rose cannes en oe ~ 
. o/ ; ~ £3 Durable Goods Menutaciuang: . 416 22 79.3 
one full percentage point to 85.7% in the first ‘ Prmany/ Metis. a a ane 
quarter, with 14 of 22 major groups reporting ee una ; : a ee 
higher rates (particularly producers of  |__ Electrical & Electronic Products 88.2. 56 9.0 78.0 
durable goods). Non-Durable Goods Manufacturing 84.9 0.3 1.0 81.9 
Food Products 82.6 -0.5 1.8 80.0 
< 5 - Rie ° Paper & Allied Products 90.6 3.0 3:2 88.5 
Outside of Manufacturing, higher activity in Printing & Publishing 82.9 05 03 79.6 

. . s . s : ESE j j ‘of eS 

mining services and increased diamond ee an eg cae eee ae tert as tt 
production buoyed capacity use in Mining & Construction 0.5 41 83.1 
; 4.6 4 

Quarrying. However, reduced production led — —E!*t Power Gas ie ae | 

| 
to lower utilization rates in the Oil and _ Energy ca ss a ws 


\_Total Excluding Energy-——__—_———-84.6- 4.0 0:5 843 
Natural Gas sector. = - 


 . Source: Statistics Canada oo 
- Capacity utilization in Logging & Forestry a 
fell for the first time in three quarters, held 
back by heavy snowfall in B.C. and 
sawmill shutdowns. 
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Employment in Manufacturing is up sharply so far this year... 


Within the Goods-producing industries, 
Manufacturing has been the primary engine 
of job creation over the first five months of 
1999. 


- Employment in Manufacturing has 
surged by 93,000 so far this year, 
following a flat performance in 1998. 


- Job losses have occurred in the Primary 
industries and Construction, though — 
employment in the latter is still up on a 
year-over-year basis. 


Employment in the Service-producing 
sector was little changed over the first five 
months of 1999 (+17,000). 


- However, this result masks significant 
differences in public and private sector 
job creation figures. In Education and 
Health & Social Services, a substantial 
drop in private-sector employment has - 
been largely offset by sizeable gains in ~ 
the public sector. 


Job Growth by Industry 


Thousand (SA) 
Goods-Producing 
paar 

Utilities 
Construction 


Manufacturing 


Service-Producing 298 


Trade 

Transportation 

FIRE* 

Business Services” 
Community Services* 


Other Services : 


Public Administration 


100 200 300 400 


‘MiMay 1998 - May 1999 
ma 1999 B Oeacidete) 


Source: Statistics Canada 
*FIRE: Finance, Insurance, Real Estate and Leasing - 
Business Services: Management, Administrative, Professional, Scientific & Technical Services 
Community Services: Educational Services, Health & Social Assistance. 
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...with gains across most regions 


Job ag ll 


Thousands 


B.C. Prairies 
mmPrimary M™@Manufacturing 
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Still, wage settlements remain stable 


ae 
ee 


Major wage settlements averaged 1.5% in 
the first quarter of 1999, down slightly from Wage Settlements by Industry 
the 1.6% overall average in 1998. oF 


A 


All Industries 


- As in 1998, wage settlements outpaced 
increases in the CPI in all major 
industry groups in the first quarter. 


The highest average wage settlements in 
the first quarter were in Construction 
(+2.5%) and Trade & Finance (+2.4%). 


Construction § 


SS _— 


Transport, Communication 
. & Utilities 


Ee 
Bees 


ve 


Wage settlements were lowest in 
Community, Business & Personal Services 
(+0.9%). This was the only industry to Community, Gujreeotl 


Trade & Finance 


25 CONGR 
oe 


experience a significant slowdown in wage & Personal Services CPI Inflation 
* . averaged 0.8% 
settlements in the first quarter compared Public Administration in 199901 
to the 1998 average. _ _ 
2.5 3.0 


Private sector wage settlements averaged _ = — 
2.2% in the first quarter, compared to 1.3% Effective average annual adjustments in base wage rates from major collective 
° . . bargaining agreements. 

in the public sector. a 


Source: Human Resources Development Canada 
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High productivity is key to a high standard of living 


Productivity is the most important 
determinant of a country's standard of 
living. 


By international standards, Canada is 
doing relatively well, displaying both high 
productivity levels and a high standard of 
living. 


- But, Canada can and should do better. 


Productivity growth is the key to 
maintaining and improving living 
standards — it gives us the biggest — 


"bang for the buck”. 
Conference Boar 


The Impacts of One's 
Productivity Performance 
Wages and Productivity, 1993 

Log Scales, Thousand $U.S. 
80 


France 
Germany 
Italy > oe &% @ 

: 
D 8 
= 

Bulgaria 

0.8 @<— Indonesia 
2 20 200 


Labour productivity: 
* In manufacturing 


Source: International Yearbook of Industrial Statistics, 1998; Rodrik (1998) 
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Canada's standard of living is considerably below that of the U.S. 


Compared to Canada, the average 
standard of living in the United States is 
significantly higher. 


- In 1998, based on the range of estimates 
of purchasing power parity (83 to 85 
cents), real per capita income was 25% 
to 30% higher in the U.S. than in 
Canada. 


- This is reflected in Canadians’ spending 
patterns. For example, the best-selling 
car purchased in Canada costs $15,700, 
while in the U.S. it costs $21,348. 


Source: DesRosiers Automotive Yearbook, 1998. 


1998 Standards of Living 


(Real Income per Capita) 
$46,712 
$17,355 


$36,840 


Statistics 
Canada 


Exchange 
rate 


PPP 0.674 


0.85 


Canada U.S. U.S. 


Source: Statistics Canada, U.S. Bureau of Economic Analysis and 
Conference Board 
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Canada's lower standard of living largely reflects our lower levels of 


productivity 


The per capita real income gap between 
Canada and the U.S. can be attributed to only 
two factors: 


- a lower level of productivity; and 
- a lower employment rate. 


Lower labour productivity has explained on 
average about 96% of the Canada-U.S. 
standard of living gap throughout the decade. 


- In 1998, lower labour productivity 
accounted for about 83% of the real per 
capita income gap — which is low by 
historical standards, and a lower 
employment rate accounted for 17% of the 
gap in real per capita incomes. 


: Creating jobs is important, but so is improving 
productivity: if the employment situation in 
Canada was as good as in the U.S., per-capita 


income would increase by $1,300, but would still : 
be more than $6,000 below that of the U.S. 
because of our lower productivity. __ 


Sources of the Income Gap 


1989-98 Average 1998 


Lower Labour Lower Labour 
co Productivity Productivity 
96% 83% 


Lower 
(Effective) 
Employment 

Rate* 17% 


Lower (Effective) 
Employment 
Rate* 4% 


* Total hours worked per capita, based PPP=0.85 
Source: Statistics Canada, U.S. Bureau of Economic Analysis, U.S. Bureau 
of Labour Statistics and OECD 


Employment Rate, 1998 


64% 


60% 


Canada U.S. 
Source: Statistics Canada, U.S. Bureau of Labour Statistics 
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Clearly, Canada's levels of productivity are well below the U.S. ... 


For the overall economy, the gap between 
productivity levels in Canada and the U.S. 
are large (15% to 20%) and have been 
relatively constant for 20 years. 


And, in the manufacturing sector, the gap in 
productivity levels has increased, and was 
over 25% in 1997. 


In comparison to other key world 
economies, our productivity has been 


slipping. 


- Our level of productivity (for the overall 
economy) was ranked second only to the 
U.S. in 1976. Two decades later, it has 
slipped to fifth place among the G-7. 


Productivity* — Total Economy 


110 
=100 
100 
90 
PPP=85¢ 
re ae a a I ee 
PPP=83¢ 
70 


80 82 84 86 88 90 92 94 96 98 


* Labour productivity measured using $1998 GDP per hour. 

Source: Statistics Canada, U.S. Bureau of Economic Analysis, U.S. Bureau of 
Labour Statistics and OECD. Canada-U.S. comparisons are made using range 
of estimates for purchasing power parity (PPP). 


Productivity* — Manufacturing Sector 
110 


100 


80 82 84 86 88 90 92 94 96 97 


* Labour productivity for the manufacturing sector is measured by GDP per hour. 
Source: Statistics Canada, U.S. Bureau of Labour Statistics; based on the 
methodology of the Centre for the Study of Living Standards K-4 
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..and little progress has been made in closing these productivity 


gaps over 20 years 


Over the last twenty years, for the total economy, 
labour productivity has grown at about the same rate 
in Canada as in the U.S. Hence the Canada-U.S. 
productivity gap for the total economy is large and 


unchanged. 


In Manufacturing, labour productivity growth in 
Canada was significantly slower than that in the U.S. 
Hence the Canada-U.S. manufacturing productivity 
gap is large and has widened. 


In comparison to key world economies, our 
productivity report card is no better. In terms of 
productivity growth, we rank at or near the bottom 
among the G-7 economies. 


- Our level of labour productivity was ranked 
second only to the U.S. in 1976. Two decades 
later, it has slipped into fifth place among the G-7. 


Canada's productivity growth considerably outpaced 
that in the U.S. in 1997, but this result was abruptly 
reversed in 1998. This demonstrates the need to 
focus on underlying trends when analysing 
productivity, rather than results for one specific year. 


G-7 Labour Productivity Growth* 
Total Economy and Manufacturing, 1979-97 


% per Year 


Manufacturing 


Total Economy 3.4 


Germany** Italy France 


Japan U.K. U.S. 


* Output per employed person 

** West Germany, and total economy refers to business sector. 

Source: OECD National Accounts for Total Economy and Bureau of Labour Statistics 
(March 16, 1999) for Manufacturing. 1979 was chosen as the base year for comparison as 
this period preceded the global 1980 recession. Moreover, this time period is commonly 
used by international organizations such as the OECD. 


Labour Productivity* 
Total Economy, 1996 
Index, U.S. = 100 
100.0 


83.2 
78.4 


76.8 


U.S. Italy Canada 
France Germany Japan 


* Output per worker 
Source: OECD STI Outlook 1998 
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This weak productivity performance relative to the U.S. holds 


r egionally Productivity* Growth 
1984-1997 


% per Year 


Productivity growth has shown 
considerable regional variation in 


Canada over the past 15 years. Alta) Sask Man Ont Que ae 

* Labour productivity for the total economy; based on GDP at factor cost 
Alberta and Ontario currently show the ae calculations based on Statistics Canada data 
highest levels of productivity in Canada. 

Productivity* 

However, all provinces have 1995-1996 average 
productivity levels well below that of the Index: Canada = 100 
average U.S. productivity level. 118.4 


Alta Sask Man Ont Que Atlantic U.S. 


* Labour productivity for the total economy; based on GDP at 

market prices (per worker) to allow for comparison with U.S.; K-6 
and Statistics Canada PPP. 

Source: IC calculations based on Statistics Canada data 
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Our weak productivity performance is also subtracting from our 
international competitiveness 


Change in Competitiveness — Manufacturing 
1990-97 (Percent)* 


y 
A: 2.7%, 


~ Gain 
Change in Unit Labour Cost 
1.4 (in $US) 


The improvement in Canada's cost 
competitiveness vis-a-vis the U.S. in 
the 1990s has been mostly due to a 
depreciating Canadian dollar. 


-11.3 
Canada 


- Our manufacturing productivity 
grew only at about two-thirds the 
U.S. rate during the 1990s (i.e., 
22.3% vs 14.7%). 


Labour Productivity 
Growth 


Depreciation 
of $CAN 


A N 
Al 7.1 * 
\ fj _Gain 
* Based on logarithmic decomposition, therefore growth rates may 
differ from published growth rates. K-7 


Source: US Bureau of Labour Statistics (April 1999). 
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Concluding Messages: Productivity, sustainable competitiveness 
and standards of living go hand-in-hand 


¢ Much analysis has been produced recently about Canada's productivity performance, 


with many methodologies and data used to examine the issue, and a variety of 


opinions on how to best interpret the growth rate data. Some confusion about what 


all these data mean is understandable. 


There is a consensus, however, that a country's level of productivity isa 
fundamental determinant of its standard of living. Canada's level of 
productivity i is significantly below that of the U.S., and this is the key 
determinant of the large standard-of-living gap between Canada and the U.S. 
— we should and can do better. 


¢ If we wanted to achieve similar real income per capita levels as the U.S., Canadian 
productivity growth would need to be much faster than that of the U.S., and over a 


sustained period — growing roughly at the same rate as the U.S. is not good enough. 


For example, assuming that U.S. labour productivity continues to grow by 
1.0% per year, closing our standard-of-living gap would require that Canada's 
productivity growth average 3.3% per year over the next 10 years — three 
times as fast as the Canadian and U.S. average over the last 20 years. 


NBiborial ..B4 writ a6 ciavon sg 
Sieve tre, Lene iede 
MAEOS Blog TOR SM art 26'6) 


3 = 7 ae tae = 
2 . ; y : it : 
y i. i hig His oe Bebe hen! 
esr a: ace ‘ctor te ‘aoa 
x 
| i 


a, ‘ p 


ae 
¢ 


For Further Information 


We welcome your questions, comments and suggestions? You can reach us by ... 


sending us a letter: Serge Nadeau 
Director General 
Micro-Economic Policy Analysis 
Industry Canada 
235 Queen Street 
Ottawa, Ontario K1A 0H5 


e-mailing: nadeau.serge@ic.gc.ca 
phoning: (613) 954-3487 
or faxing us at: (613) 941-3859 


The Micro-Economic Monitor is prepared on a quarterly basis by the Micro-Economic Analysis 
Directorate of Industry Canada. The Monitor provides a quick and easy-to-read update on 
Canada's economic performance. It also provides topical in-depth reports on current economic 
issues from a micro-economic perspective. 


The current analysis update was prepared by Dave Dupuis, Joseph Macaluso, and Karen Smith, 
under the direction of Shane Williamson. 


Gary Sawchuk is the General Editor of the Special Features in the Micro-Economic Monitor. 
This quarter's feature was prepared by the Strategic Investment Analysis Directorate, in 
consultation with Serge Nadeau. Presentation assistance was provided by Caroline Farmer. 


hy, Mido 


ISSN 1206-260X 


<0 


“PACH Cts JEN 


yes 7 7 
7 ok it 
eae : 
‘4 he 
7 


Ps. smaeceeee ea S37 Sears: 
- , ahah cia finer a 19 ie _- — 


re Sima vars spar oa een 


MBE fee! (oe Odense saat — yo 


atte Ril enw, soaiecae a 
m iso 7800 Jive at 5 
eee pnts] deh cotta , vives joo aon } 
is re & nee 


~s n 


Government 


{Ons 
+ i Pyblicatio 
yf 
~~ WA 
ae 
— 


fahcieal” .' seeblabe 


With the special report: 


Second Quarter, 1999 


Micro-Economic Analysis Directorate, Industry & Science Policy Sector, Industry Canada. 
This document is also available on the Internet at http://strategis.ic.gc.ca/sc_ecnmy/mera/engdoc/04.html 
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Output growth slows in the second quarter of 1999... 


The economy expanded by 3.3% (annual rate) in the second quarter, down from an average 
growth rate of 4.5% in the previous two periods. 


- Growth was boosted by a computer-led surge in M&E investment, which posted its biggest 
quarterly gain in eight years. Businesses also added substantially to their stock of 
inventories in the second quarter. 


- Housing continued to rebound strongly from a weak 1998. Investment in Non-residential 
Construction was also up slightly, with higher energy prices pointing to further gains in the 
second half of the year. 


...aS Consumer spending moderates and exports level off 


Consumer spending slowed to a more sustainable pace in the second quarter after a big 
increase in the previous period. And, in a reversal from the first quarter, export growth stalled 
while demand for investment-related imports grew sharply. Still, trade prospects remain 
positive given continued strong growth in the U.S. and signs of a turnaround in Asian markets. 


The overall outlook for the Canadian economy is fairly upbeat. Indeed, the current consensus 


'-. forecast is for growth of 3.5% in 1999, considerably above projections of just over 2% growth 


early in the year. 


This issue's special report kicks off a two-part study of Canada's strong and growing economic 
relations with the U.S. Part 1 provides a snapshot of the key economic linkages between the 

two countries -- notably trade, but also investment, people and other linkages. Part 2, which will 
appear in the next issue of the Monitor, will identify key challenges facing Canada and examine 
how we might better take advantage of economic opportunities in the U.S. 
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Real Economic Activity 


Economic growth continues at a slower pace... 


Real GDP rose 3.3% (annual rate) in the 
second quarter of 1999, slower than during 
the previous two quarters, but still at a very 


respectable pace. 


- Sharply higher investment in M&E, 
business inventories and housing led the 


advance. 


- Surging imports and slower growth in 
consumer spending and exports 
moderated growth in the second quarter. 


Real GDP Growth 


% Change, SAAR 


4.7 
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Source: Statistics Canada 
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...boosted by a substantial buildup of inventories... 


After drawing down inventories in the 
first quarter of 1999, businesses added 
$5.5 billion to non-farm inventories in 
the second quarter. 


- The resulting $6.0 billion swing in 
inventory investment represents 
nearly 85% of the total increase in 
real GDP for the quarter. 


- The inventory buildup was 
concentrated in the Manufacturing 
and Wholesaling sectors. 


Non-farm Business Inventory Investment 


$1992 Billion, SAAR 


-2.3 
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Source: Statistics Canada 
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..a Sharp rise in M&E investment... 


Business investment in M&E surged by 
40.5% (annual rate) in the second quarter, 
the largest increase in eight years. 


Although gains were widespread, 
computer purchases associated with Y2K 
compliance led investment growth. 


- Purchases of telecommunications 
equipment and transportation 
equipment also posted strong 
advances. 


Real Machinery & Equipment Investment 


% Change, SAAR 


40.5 
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Source: Statistics Canada 
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..and an ongoing rebound in housing 


Real Residential Construction Growth Real Non-residential Construction Growth 


% Change, SAAR 
12.6 


% Change, SAAR 


14.0 


-15.1 
93 94 95 96 97 98 ies) oe A: bt 2 93 94 95 96 97 98 i 253 84s 8t <2 


| 98 | 99 | | 98 mrca,) 
Source: Statistics Canada Source: Statistics Canada 


Investment in Housing rose 15.4% (annual rate) in the second quarter of 1999, continuing 
to rebound from an extended period of weakness in 1998. Sales of existing homes led this 
gain, but new housing construction and renovation activity were also up. 


Higher building construction resulted in growth of 1.5% (annual rate) in Non-residential 
Construction, the second consecutive increase following five straight declines. 
Engineering construction was down in the second quarter due to reduced oil and gas 


drilling activity. 


gniwhitor: ) ARB: h: 1Oftkip Winey es ana see 
aifit k 1) aging osirine ly zaing DRE ai 2208 taney Yop 
(0 Oels crew yilvias Pr sie 


=} 
lc glean ni (we isonet) ean ro. 


. pay 70h renginris evil quad : 7 ; 
- f c (oS sue oe S Js , op b 


Growth is moderated by a slowdown in consumer spending... 


Consumer spending advanced 3.0% Real Consumer Expenditure Growth 
(annual rate) in the second quarter, down % Change, SAAR 
from 4.2% in the previous period. 5.8 


Strong growth in spending on services 
(4.8% annualized) compensated for weaker 
spending on goods, which advanced only 
marginally after a strong first quarter. 


- Purchases of goods slowed across all 
major categories — durables, 
semi-durables, and nondurables. 93 94 95 96 97 98 ‘ioe take ver tk ee 


Source: Statistics Canada 
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...and a sharp decline in Canada's trade surplus 


Growth in exports of goods and services 
slowed to 1.5% (annual rate) in the second 
quarter, the smallest advance in two years. 


- Amodest rise in the shipments of goods 
was partly offset by lower exports of 
services (due mainly to decreased foreign 
travel expenditures in Canada coinciding 
with the strengthening dollar). 


In contrast to sluggish exports, imports rose 
sharply (18.2% annualized), fuelled by higher 
purchases of investment-related M&E and 
Automotive Products. 


As exports failed to keep pace with imports, 
Canada's real trade surplus declined 
substantially in the second quarter. 


Real Exports and Imports of 
Goods & Services 


$1992 Billion $1992 Billion a 


330 Exports (L) 40 
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Imports (L) 
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Growth in personal income holds steady... 


Growth in Personal Income Real Personal Disposable Income* 
% Change, SAAR $1992 Billion, SAAR 

500 - — 

450 - 

400 = 

; 350 - 
93 94 95 96 97 98 Oy ees Ree 81 83 85 87 89 91 93 95 97 152 Se4c 402 
| 98 er: | 98 | 99 
Source: Statistics Canada * Converted to real dollars using the chain price index for 


personal expenditure on goods and services. 
Source: Statistics Canada and Industry Canada 


Personal income rose 3.4% (annual rate) in the second quarter of 1999, growing at roughly 
the same solid pace established in the previous two quarters. 


Disposable income increased at a slightly slower rate (+2.6%), as income taxes and 
contributions to social insurance schemes continue to rise faster than personal income. 
After adjusting for inflation, personal disposable income is up only 1.3% on a year-over-year 
basis. 
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...DUt household finances weaken 


As growth in consumer spending 
outpaced gains in disposable income, the 
saving rate fell half a percentage point to 
1.4% in the second quarter. 


- This is the lowest saving rate on record 
(available data extend back to 1961). 


Consumers also financed new purchases 
through mortgages and consumer credit, 
raising the household debt-to-income 
ratio to a record 100.2%. 


Personal Debt and Savings Rate 


9% 
Ratio of household debt — 14 
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Profits continue to recover from losses in the first half of 1998 


Continuing to rebound from sharp losses 
in the first half of 1998, corporate profits 
rose 16.5% (annual rate) in the second 
quarter of the year. 


- As a percent of GDP, profits increased 
to 9.8%, nearly matching the recent 
peak set just prior to the collapse in 
commodity prices at the end of 1997. 


Corporate Profits 


% Change, SAAR % 
150 
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Source: Statistics Canada 
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Inflation climbs back to just under 2%... 


After hitting a four year low of 0.6% in 
January, inflation has increased slightly, 
remaining within a narrow band between 
1.6% and 1.8% from April to July. 


- These inflation rates are comparable 
to those prevailing in 1996 and 1997. 


The "core" inflation rate — excluding the 
volatile food and energy components as 
well as the impact of indirect taxes — 
was 1.6% in July, within the bottom half 
of the 1-3% target range set jointly by 
the Bank of Canada and Department of 
Finance. 


Consumer Price Index 


Year-Over-Year % Change 


3 [_] Impact of cigarette tax reduction 


CPI excluding food, energy 
& indirect taxes 


Bank of 
Canada 
Target 
Range: 


9495969798 ASONDJFMAM J J 
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Source: Statistics Canada & Bank of Canada 
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...led by higher prices for gasoline and new motor vehicles 


Increased Transportation costs — 
including price hikes for gasoline and 
new cars and trucks — accounted for just 
over one-third of the year-over-year rise 
in the general price level in July. 


- Gasoline prices were up 9.6% 
compared to July 1998, the first 
year-over-year advance since 
October 1997. 


Lower prices for computer equipment 
and telephone services continue to put 
downward pressure on annual inflation. 


Components of CPI: July 1999 


Year-Over-Year Price Change 


Transportation 
Tobacco/Alcohol 
Health/Personal Care 
Clothing/Footwear 
Rec/Read/Education 
CPI, All-items § 

Food 

Shelter 


Household/Furniture 


Source: Statistics Canada 
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Commodity prices strengthen considerably in the second quarter 


The price of raw materials rose 8.1% in the 
second quarter, and then increased a further 
4.6% in July. Price Chain - 1999Q2 
% 
- Most of this strength stemmed from a — 
sharp recovery in the price of crude oil, Raw Materials 
which was up 63% on a year-over-year 
basis in July. Cuts in production by OPEC 
countries and other producers have led to 
significantly higher prices. | 


Intermediate Goods 


: Finished Goods 
- Prices for non-ferrous metals such as 


copper, zinc and aluminum also picked up 


in the quarter. Producer Prices 
Industrial product prices — those received by E@ Q/Q percentage change 
, producers at the factory gate — were 0.9% Y/Y percentage change 
hi is i econd | 
higher on an annual basis in the s aie at cunts Great 
quarter. 


- In addition to higher prices for refined 
petroleum products, softwood lumber and 
pulp prices also gained strength. 
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Employment growth slows markedly... 


Employment growth has slowed 
dramatically this year. 


Over the first eight months of 1999, there 
has been a net gain of only 109,000 new 
jobs. 


- Moreover, most of this increase can be 
traced to an exceptional gain of 87,000 
jobs in January. 


- Since then, the level of employment has 
been fairly flat, rising by only 21,000 over 
the entire February - August period. 


Employment Growth 


Month-over-Month Change (Thousand), SA 


7 l | 
1998 1999 


Ea Full-Time & Part-Time 


Source: Statistics Canada 
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..as the private sector sheds jobs... 


In sharp contrast to past years, the public 
sector has been the main source of new 
jobs in the economy so far this year. 


- Increases in the public-sector 
component of Educational Services and 
Health & Social Service industries have 
driven up public-sector employment 
7.7% so far this year, for a net gain of 
198,000 new jobs. 


Private-sector employment is down ona 
year-to-date basis. 


- The number of paid employees in the 
private-sector has fallen by 40,000 from 
January to August. 


- The level of self-employment is also 
down (-49,000). 


Employment: Private vs. Public 


Million Jobs Million Jobs 
12.25 2.80 
42.00 Private-sector 2.75 
employment (L) 
11.75 2.70 
11.50 2.65 
A125 2.60 
11.00 Public-sector —— 
employment (R) 
10.75 2.50 
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Qi Q2 Q3 
1996 | 1997 | 1998 | 1999 


Source: Statistics Canada 
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...-but the unemployment rate holds steady 


The national unemployment rate was 
7.8% in August, the same as in January. 


Over the course of the year, the 
unemployment rate has fluctuated with 
changes in the labour force, as 
employment has remained relatively 
stable. 


- In April, the unemployment rate 
jumped up to 8.3% due to a major 
surge in the number of job seekers. 


- Sharp drops in the labour force over 
the next two months lowered the 
unemployment rate to 7.6% in June, a 
nine-year low. 


- A partial recovery in the labour force 
pushed the unemployment rate back 
up to 7.8% in August. 


Employment, Labour Force and the 
Unemployment Rate 


Index, January 1998 = 100 % 
105.0 10 


99.0 ae 6 
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=— Employment (L) «« Labour Force (L) Unemployment Rate (R) 


Source: Statistics Canada 
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Job gains this year have been concentrated in Ontario, Alberta 


and Atlantic Canada... 


In terms of absolute numbers, Ontario 
and Alberta have accounted for most of 
the net job creation in the Canadian 
economy so far this year. 


- However, in percentage terms 
employment growth has been 
strongest in Nova Scotia and 
Newfoundland. 


Employment has been virtually 
unchanged on a year-to-date basis in 
New Brunswick, Quebec, Saskatchewan 
and British Columbia. 


Employment Growth by Province 


(January to August 1999) 


Year-to-date job gains 
(000's) 


Newfoundland 
Prince Edward Island 
Nova Scotia 

New Brunswick 
Quebec 

Ontario 

Manitoba 
Saskatchewan 
Alberta 


British Columbia 


Source: Statistics Canada 
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...but significant regional differences in unemployment remain 


Current unemployment rates vary from a 
low of 5.9% in Saskatchewan to a high of 
16.5% in Newfoundland. 


Compared to the beginning of the year, 
unemployment rates are higher in Manitoba 
(+0.1 percentage points), Alberta (+0.5 
points) and British Columbia (+0.4 points). 


- Job gains have been offset by a bigger 
jump in the labour force in Manitoba and 
Alberta. Employment has edged down in 
B.C., and the number of job seekers has 
increased. 


Elsewhere, Newfoundland has enjoyed the 
biggest fall in its unemployment rate so far 
this year (-2.2 percentage points), with solid 
employment gains and no change in the 
labour force. 


- The other Atlantic provinces have also 
registered substantial declines ona 
year-to-date basis. 
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Source: Statistics Canada 


Unemployment Rates: August 1999 
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Long-term rates are trending up... 


Fears of rising inflation in the U.S. have 
pushed up bond yields on both sides of the 
border. 


The long-term Canadian rate has increased 
by roughly 60 basis points since the 
beginning of the year. 


As the bond market sell-off has been more 
pronounced in the U.S., Canadian long 
rates have been below comparable U.S. 
yields since February. 


Long-Term Interest Rates 


91 92 93 94 95 96 97 98 99 
«Canada U.S. EXDifferential 


Last data point plotted: September 8, 1999 


Source: Bank of Canada, Government long-term bond, 
last Wednesday in the month 
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...but short term rates in Canada remain stable 


The Bank of Canada last cut its Bank Rate 
on May 4, bringing this trend-setting rate 
below the level prevailing a year ago when 
interest rates were boosted to support the 
Canadian dollar. 


- Since early May, short term rates in 
Canada have been fairly steady, even in 
the face of the interest rate hikes in the 
U.S. in June and August. 


Canadian rates were roughly 50 basis 
points below comparable U.S. rates early 
in September. 


Short-Term Interest Rates 


=~«Canada «U.S. EXDifferential 


Last data point plotted: September 8, 1999 


Source: Bank of Canada, 90-day Commercial Paper, 
last Wednesday in the month 
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The Canadian dollar gains strength from rising commodity prices... 


Supported by rebounding commodity 
prices, the Canadian dollar has gradually 
recovered from its all-time low of US63.31¢ 
last August, trading above the US69¢ 
barrier early in May. 


The Canadian dollar has been vulnerable 
to downward pressure from developments 
in the U.S. In particular, expectations of 
further interest rate hikes in the United 
States (which the Bank of Canada is not 
expected to match), have occasionally 
undermined support for the dollar. 


Canada-U.S. Exchange Rate 
$U.S. Per $C 
87 
82 
77 
72 
67 


62 
91 92 93 94 95 96 SI 98 99 


Last data point plotted: September 10, 1999 


Source: Bank of Canada 
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...and the stock market slowly recovers lost ground 


The TSE 300 index has recovered 
somewhat after falling more than 20% at 
the height of the Asian financial crisis last 
year, but remains below its previous peak. 


- U.S. stocks have vastly outperformed 
Canadian securities. Compared to July 
1998 (just prior to the Asian crisis), the 
S&P 500 index was up 20.6%, early in 
September. 


Despite the general upward trend, stock 
markets have at times come under 
intense selling pressures when economic 
reports point to possible inflationary 
pressures in the United States. 


Stock Market Indices 
15,000 
13,000 


11,000 


9,000 S&P 500 AW 


7,000 


5,000 TSE 300 


3,000 " 
91 92 93 94 95 96 97 98 99 


Last data point plotted: September 10, 1999 
Source: Statistics Canada 


dof gat WM, ‘< . 
i = 


he a | 


e 8 Th ee Fae ee 


fA ‘belly Prt a 
varia) aly cede aoe 


pelt 


7 4 
re : v ae ae 


Pal 
’ 


are ¥ 


wpe 2 = 


a 


) Beer . 


Domestic Scene 


Fiscal Track 


7) 


: 7 
oe? 
a. : 
nm 7a 
— 
a) 
so : + 
7 
e 
! 
Le | 
‘ 
——— —— 
= -~ 


— oileemod i 


in: 7 


Federal finances on track for a balanced budget or better 


Following a $3.5 billion surplus in the 1997-98 
fiscal year (the first in 28 years), the federal 
government posted a surplus of $2.9 billion in 
1998-99. 


- This marks the first back-to-back surpluses 
since 1951-52. 


A balanced budget or better is projected for the 
current 1999-2000 fiscal year. 


- The federal government is on track to meet 
or better this objective. Over the first three 
months of the fiscal year, a $4.8 billion 
surplus has been recorded, a slight 


improvement from the same period last year. 


Other levels of government have also been 
successful in reducing budget deficits. Along 
with the federal government, six provinces and 
one territory plan to post balanced budgets or 
surpluses in the current 1999-2000 fiscal year. 


Federal Budgetary Balance 


$ Billion, Year-To-Date 


Fiscal Year 
Basis 


Q1 Q2 Q3 Q4 


[31998-99 81999-2000 


Source: Department of Finance 
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Competitiveness 


Though unit labour costs remain subdued... 


Growth in Unit Labour Costs 
Canadian firms have been quite 


successful in holding unit labour costs 
down. % Change, SAAR 3.7 
Unit labour costs rose a modest 1.1% 
(annual rate) in the second quarter of 
1999, only partly offsetting declines in 
the previous three quarters. 


- The total wage bill increased by 
4.4%, exceeding growth of 3.3% in 
output. 
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Source: Industry Canada calculations 
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...a Stronger dollar cuts into Canada's competitive position 


After improving dramatically in 1998 due 
to a sharp drop in the value of our dollar, 
Canada's competitive position has 
weakened in the first half of 1999. 


At the economy-wide level, and on a 
common currency basis, Canadian unit 
labour costs rose 1.2% relative to those in 
the U.S. in the first quarter, and 2.4% in 
the second quarter. 


- The strengthening Canadian dollar has 
led to this decline in cost 
competitiveness. 


- Apart from the exchange rate, 
Canadian firms have been more 
successful in controlling costs, with 
unit labour costs rising at a slower 
pace than in the U.S. so far this year. 


Unit Labour Cost Comparison ($US) 


“of Ratio: Canada/U.S.; 1992=100 $U.S. per $C 


ie falling line represents an increase in 
Canadian competitiveness 


100 


80 


eS : | | 
87 89 91 93 95 97 LOL EE Fe Sip 
| 98 | 99] 


~« Economy (L) Manufacturing (L) ©3Exchange Rate (R) 
Note: Quarterly manufacturing ULC for 1999Q2 are not yet available. 


Source: Industry Canada estimates based on data from the U.S. 
Bureau of Labor Statistics & Statistics Canada 
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The current account deficit widens slightly in the second quarter... 


Canada's current account deficit rose 
slightly to $5.2 billion (annual rate) in the 
second quarter of 1999. 


- Still, the current account deficit has 
averaged $4.6 billion (annual rate) in the 
first half of the year, a significant 
improvement from the $16.4 billion 
deficit recorded in 1998. 


On the capital account, Canadian assets 
abroad increased by $5.8 billion. 
International liabilities fell $2.7 billion, as a 
near-record increase in foreign direct 
investment was more than offset by a 
sharp reduction in foreign holdings of 
bank deposits. 


Current Account & Trade Balances 


$ Billion, SAAR 


Merchandise 
Trade balance 


Non-merchandise 
Balance 
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The merchandise trade balance represents net exports of goods. 


| 99 | 


The non-merchandise trade balance represents net exports of services 


plus net receipts of investment income and transfers. 


Source: Statistics Canada 
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...due to a higher deficit on services and lower net transfers 


Canada's overall trade position 
weakened slightly in the second 
quarter. 


- The merchandise trade surplus 
edged down to $29.4 billion (annual 
rate). 


- The deficit on trade in services 
widened to $6.4 billion, reflecting 
higher deficits on travel and 
transportation. 


A reduced surplus on current transfers 
also contributed to the increased 
current account deficit. 


Declines in both portfolio and direct 
investment deficits lowered the deficit 
on investment income, partly offsetting 
the impact of lower overall surpluses 
for trade and net transfers. 


Main Components of the Current Account 
$ Billion, SAAR 


1/99 Q2/99 
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=a Current Account Balance ma Merchandise Trade Balance 
[ Balance on Services Ea Net Investment Income 
gz Net Transfers 


Source: Statistics Canada [-2 
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Exports to the U.S. are up strongly this year... 


Merchandise exports increased by 11% 
in the first six months of 1999, compared 
to the same period a year ago. 


- This increase is due entirely to strong 
demand from the U.S., as sales to the 
rest of the world are down. 


- Though down on a year-over-year 
basis, exports to Japan have shown 
signs of a rebound in recent months. 


By commodity, exports of Automotive 
Products and Other Consumer Goods 
have registered strong gains. 


- Although resource-based exports 
have been weak (except Forestry 
Products), Industrial Goods & 
Materials is the only major group 
posting a decline in the first half of the 
year. 


Merchandise Exports, Year-to-date 


Total 


By Trade Partner 
U.S. 

Japan 

E.U. 

All Others 


By Principal Commodity 


Agricultural & Fishing Products 
Energy Products 

Forestry Products 

Industrial Goods & Materials 
Machinery & Equipment 
Automotive Products 

Other Consumer Goods 


Source: Statistics Canada 


Jan-June/99 
$ Billion 


173.1 


% Change, 
Jan-June/98 - Jan-June/99 


148.3 
4.8 
8.7 

11.3 


12.6 
12.4 
18.8 
27.7 
40.7 
47.4 

6.8 
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...outpacing the rise in imports 


Merchandise imports from January to 
June are up 7.2% compared to a year 
ago. 


- While export growth has been 
concentrated in the U.S. market, the 
increase in imports is due to higher 
shipments from all regions. 


- Given these trends, Canada's 
surplus with the U.S. has increased 
this year, while deficits elsewhere 
have widened. 


Merchandise Imports, Year-to-date 


Total 


By Trade Partner 
U.S. 

Japan 

E.U. 

All Others 


By Principal Commodity 


Agricultural & Fishing Products 
Energy Products 

Forestry Products 

Industrial Goods & Materials 
Machinery & Equipment 
Automotive Products 

Other Consumer Goods 


Jan-June/99 
$ Billion 


158.3 


Jan-June/98 - Jan-June/99 


Balance by Trade Partner, Year-to-date 


Total 


U.S. 
Japan 
E.U. 

All Others 


Source: Statistics Canada 


Jan-June/99 
$ Billion 


14.8 


26.6 
-0.3 
-4.7 
-6.9 


Change ($Billion) 
Jan-June/98 - Jan-June/99 
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Output expands in most sectors in the second quarter... 


Output in the Goods-producing industries 
rose 2.7% (annual rate) in the second 
quarter of 1999. 


- Manufacturing was boosted by strong 
demand for investment-related materials 
and export sales. Construction benefitted 
from increased residential and 
non-residential building activity. 


- Although the Mining sector posted its 
fifth straight quarterly decline, losses 
have been more modest so far this year. 
Firmer commodity prices may help spur 
future production. 


Activity in the Service sector rose 3.9% 
(annual rate) in the second quarter. 


- In keeping with recent trends, gains were 
led by Communications (notably 
telecommunication services), Wholesale 
Trade (particularly for computer 
wholesalers) and Business Services. 


Real GDP Growth by Industry: 1999Q2 


Goods-Producing 
Primary 
Manufacturing 
Construction 
Utilities 


Service-Producing 


Transportation, Storage & 
Communications 


Trade 


Finance, Insurance & 
Real Estate 


Business Services 


Community & Personal 
Services* 


Government Services 


% Change, SAAR 


-3.6 ER 


EaY/Y Percentage Change £3Q/Q Percentage Change 


Source: Statistics Canada 


*Education and Health & Social Services 
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...driving up Capacity utilization rates... 


Non-farm Goods-producing industries raised 
their rate of capacity utilization to 83.8% in 
the second quarter of 1999. 


- Sharply-higher production of 
investment-related goods and strong 
demand for housing led the overall 
increase in capacity use. 


Capacity utilization in Manufacturing rose by 
0.7 percentage points to 86.2% in the second 
quarter, slightly above the recent peak set in 
the first quarter of 1995. 


Outside of Manufacturing, housing-related 
activity spurred an increase in capacity use 
in the Construction industry. 


- A sharp drop in mining services 
contributed to lower capacity utilization in 
the Mining sector. 


Capacity Utilization: 


Non-farm Goods-producing Industries 


Level (%) Change (% points) 10-year 
1999Q2 Q/Q NILY. Average 
Total Non-Farm Goods-Producing 83.8 0.5 1.0 81.5 
Logging & Forestry 82.3 -2.0 3.9 82.9 
Mining & Quarrying 70.9 -6.5 -10.9 84.1 
Crude Petroleum & Natural Gas 72.6 2.0 -4.6 82.2 
Manufacturing 86.2 0.7 2.4 80.5 
Durable Goods Manufacturing 87.7 1.3 4.4 79.3 
Primary Metals 89.7 -0.7 -0.2 87.6 
Fabricated Metals 82.5 0.3 0.4 76.9 
Transportation Equipment 90.8 0.2 9.8 79.5 
Electrical & Electronic Products 94.6 5.9 See) 78.0 
Non-Durable Goods Manufacturing 84.2 -0.2 -0.2 81,9 
Food Products 83 0.2 1.1 80.0 
Paper & Allied Products 89.3 -1.0 1.4 88.5 
Printing & Publishing 81.5 1.0 1.4 79.6 
Chemical & Chemical Products 80.1 0.2 4.9 84.1 
Construction 85.8 1:2 2.4 83.1 
Electric Power & Gas 83.3 0.8 0.7 82.4 
Energy 78.8 1.3 (tefl 82.6 
Total Excluding Energy 85 0.2 1.6 81.3 


Source: Statistics Canada 
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..and prompting firms to revise investment plans upward 


1999 Investment Intentions by Industry 


(Plant & Equipment) 


According to July's survey of private and 


public investment intentions, investment in 
Plant & Equipment is expected to increase 
8.1% in 1999. 


- This represents a substantial upward 
revision to investment plans from 
January, when an increase of only 0.8% 
was anticipated. 


Higher investment in the Transportation & 
Warehousing industry should lead the 
overall gain in 1999, spurred by increased 
spending on new and existing pipeline 
projects. 


The July survey pointed to a 9.5% fall in 


investment in the Mining sector, including a 


6.1% drop for the Oil & Gas industry. The 
recent firming in crude oil prices will likely 
boost future spending plans in this sector. 


% Change 


TOTAL 

BY INDUSTRY: 

Other Primary* 

Mining, Oil & Gas Extraction 
Utilities 

Construction 

Manufacturing 

Trade 

Transportation* 

Information & cultural industries 
FIRE* 

Professional/Scientific 
Management/Administrative 
Community/Personal Services* 
Other Services 


Public Administration 


Source: Statistics Canada Survey of public and private investment intentions 


*Other Primary: Agriculture, Forestry, Fishing & Hunting; 

Transportation includes warehousing; 

FIRE: Finance, Insurance, Real Estate & Leasing; 

Community/Personal Services: Education and Health & Social Services. 
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Manufacturing is the main source of new jobs so far this year... 


Employment growth has been weak across 
most industries this year. Within the 
Goods sector, 40,000 net new jobs (+1.1%) 
have been created in the first eight months 
of 1999. 


- Despite the loss of 19,000 jobs in 
August, employment in Manufacturing 
has surged by 120,000 so far this year. 


- However, the Construction and Primary 
industries have posted job losses. 


Employment in the Services-producing 
industries increased by 70,000 (+0.6%) 
from January to August. 


- Job losses in Professional, Scientific & 
Technical Services and Public 
Administration have partly offset gains 
in Education and Management & 
Administrative Services. 


Job Growth by Industry 


Thousand (SA) 


Goods-Producing 
Primary ~69 , 

Utilities 
Construction 56 EB 
Manufacturing 
Service-Producing 
Trade 
Transportation 
FIRE* 

Business Services* 
Community Services* 
Other Services 


Public Administration ~56 L : 


-100 0 100 200 300 


EgAug 1998 - Aug 1999 
21999 (year-to-date) 


Source: Statistics Canada 


*FIRE: Finance, Insurance, Real Estate and Leasing 
Business Services: Management, Administrative, Professional, Scientific & Technical Services 


Community Services: Educational Services, Health & Social Assistance. 
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...With particularly large gains in Central Canada 
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Job Creation | 
Thousands ¢ core 


Seasonally adjusted, 3-month ney 
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The Service sector has accounted for most of the net job gains in Atlantic Canada 
and the West, offsetting weakness in the Construction and Primary industries. 


Manufacturing has accounted for most of the net job creation in Ontario, with 
employment flat across all other major groups. In Quebec, Services and 
Manufacturing both contributed to employment growth, but these gains have been 
matched by losses elsewhere. 
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Wage settlements pick up, but remain modest 


Major wage settlements averaged 1.9% 
overall in the first six months of 1999, 
up from the 1.6% in 1998. 


- On average, the largest settlements 
so far this year have been in the 
Construction (3.0%) and Primary 
industries (2.6%). 


- Wage gains have been comparatively 
modest in Trade & Finance (1.0%). 
This is the only major industry group 
for which average settlements are 
down compared to last year, and 
where adjustments have lagged 
behind inflation. 


Though private sector wage settlements 
(2.3%) continue to outpace those in the 
public sector (1.8%), this gap has 
narrowed significantly since 1996. 


Wage Settlements by Industry 


% 


All Industries 
Primary 
Manufacturing 


Construction Ee 3.0 


Transport, Communication, 
& Utilities 


Trade & Finance 


Community, Business 


& Personal Services CPI Inflation 


averaged 1.2% 
in 1999H1 


Public Administration 


0.0 1.0 2.0 310) 4.0 
£11998 BB1999H1 


Effective average annual adjustments in base wage rates from major collective 
bargaining agreements. 1999 data cover agreements reached over the January to 
June period. 


Source: Human Resources Development Canada 
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This two-part study provides an illustrative overview of Canada's strong and increasing economic 
relations with the U.S. — our neighbour and the world's most dynamic economy. These closer 
economic relations provide opportunities that can impact Canada's future growth and prosperity. 
Especially at a time of rapid globalization, the information revolution and the transition by all 
countries towards more Knowledge-based activities, it is key that Canada take advantage of 
opportunities that promote Canada as an innovative and knowledge-based economy. 


In this issue of the Micro-Economic Monitor we provide Part 1 — a snapshot of Canada's growing 
economic relations with the U.S., highlighting their many dimensions and key trends. It examines 
their increasing strength, and pays particular attention to the changing nature of our exports to the 
ES. 


Part 2 will be featured in the next issue of the Micro-Economic Monitor, and will detail the 
economic benefits of our growing economic relations with the U.S., exploring how we might better 
take advantage of economic opportunities in the U.S. It will also identify key challenges in pursuit 
of these opportunities. 


As we approach the 21st century, our increasing economic relations with the U.S. are pivotal! _ 
Not only to better take advantage of attractive cross-border opportunities, but to be in better © 


position to exploit new and emerging global opportunities — involving more value-added and 


knowledge-intensive activities that will be critically-important to Canada's future prosperity. 


In making the transition to a more knowledge-based economy, we are 
moving from a world where natural resources provided important 
comparative advantages, to where innovation is now key. 
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How fast-growing Is our 
trade with the U.S.? 


= 


Our Opportunitiés 


~~ 


i 
a. 
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Our trade with the U.S. has much more than doubled... 


Between 1989 and 1998, our total trade $ Billion 
with the U.S. (exports plus imports) rose oo 
a spectacular 140%. 

500 
From $235 billion in 1989, it has soared oy 
to $564 billion in 1998. 

300 

89 90 91 92 93 94 95 96 97 98 


Source: Statistics Canada 


Canada - U.S. trade now exceeds a 


¥ million dollars a minute! 


bated 


Se 2054 « 


...far outpacing growth in interprovincial trade... 


Canada's trade with the U.S. is growing 
much faster than interprovincial trade. 


Due South — In 1989, our North-South — 
trade with the U.S. was substantially less 
than our interprovincial trade, but now 
_ there is nearly one and a half times as 
much going to the U.S. 


Source: Industry Canada compilations based on Statistics 
Canada data 
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..and our trade with all other G7 countries 


While our trade with other countries has 
also increased, it has not risen nearly as 
fast as with the U.S. 


For the U.S., the story is the same! 
American trade with Canada has 
outstripped U.S. trade with any other 
major industrial country. 


The U.S. is by far our largest trade partner. 


But we are also the U.S.'s largest partner. 
We tend to forget this. 


% Change, 1989-98 


139.6 


59.0 


30.2 


20.9 
ee 


U.S. France Italy Germany U.K. Japan 


1998 Level 
phe $563.6 $6.6 $5.0. $88 $10.6 $22.3 


= [TF CF ™ & ie 


Billi LZ ; 
bere eo) mm S= EH UE 


Canada Japan Germany U.K. France Italy 


1998 $563.6 $266.9 $113.6 $109.4 $62.0 $33.1 
1989 $235.2 $163.6 $49.6 $46.3 $29.2 $22.7 
% Change 139.6 63.1 294 136.3 112.9 45.5 


Source: Industry Canada compilations based on data from Statistics 
Canada and U.S. Dept. of Commerce 
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Indeed, our trade shares with other G7 countries are falling 


Between 1989 and 1998, the share of 
Canada's trade with the U.S. increased by 
10 percentage points, to reach almost 
80% of our trade. 


- That is, we trade more than four-times _ | 282 
as much with the U.S. than with all oS 4 
other countries combined! | 0.8% 


Germany AAfaly 
U.K. 


And only Canada, among the major 
industrial countries, saw its share of U.S. — 
trade go up between 1989 and 1998. a Riya 


| : ; : i+] | | == Hi x 
= Canada's trade shares with many other major Share | if 
” countries have declined. Our second-largest a aCa sobs) a cermatyagec | erarine. | ltaly 
7 Hl 1998 20.6% 11.3% 4.8% 4.6% 2.6% 1.4% 
trading p anol, Jap al, LOMPISE> less than 1989 19.9% 16.5% 5.0% 4.6% 2.9% 2.3% 
4% of our total trade. % Change 0.7 5.2 0.2 IO) dahon oe. 9-018 


Source: Industry Canada compilations based on data from Statistics Canada and 
U.S. Dept. of Commerce. Trade data to the U.S. may reflect some export 
trans-shipments to other countries. Evidence suggests that the significance of 


this problem has not changed over time and trends should be unaffected 
However, this phenomena should continue to be further researched. 
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Our exports to the U.S. are growing strong... 


Today, $297 billion or 81% of all 
Canadian exports go to the U.S. 


This accounts for over 33.5% of our 
GDP, a significant rise from only a few 
years ago. 


Share of Canadian exports 


1998 1989 


ae 33.5% 


89 90 91 92 93 94 95 96 97 98 


* Canadian exports to the U.S./Canada's GDP 
Source: Statistics Canada 
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...as are Canada's imports from the U.S. ... 


Similarly, 73% of all Canadian imports 
now come from the U.S. 


These imports from the U.S. equal about 
30% of Canada's total GDP. 


r 


Share of Canadian Imports 


1998 1989 | 


$266 
mm Vee Billion 


30.0% 


89 90 91 92 93 94 95 96 97 98 


* Canadian imports from the U.S./Canada's GDP 
Source: Statistics Canada 
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...contributing to a growing trade surplus 


$ Billion 
40 


5 $30.9 
Dw Billion 


The dollar value of our exports to the 
U.S. is rising faster than our imports. 
89>. .90'-.. 91.92. 93.94.95: .96: 97 98 
As a result, Canada has experienced a 
growing trade surplus. 


Source: Statistics Canada 


$ Billion 

World © * 
Imports 168.1 356.1 
Exports 167.7 367.1 
Balance -0.4 11.0 
U.S. = 

Imports 115.4 266.4 
Exports 119.6 297.2 
Balance 4.4 30.9 


Source: Statistics Canada 
L-7 


Key factors include — 
the robust U.S. economy and our falling dollar... 


ee 


The U.S. economy has displayed 
strong economic performance and 
growth during the 1990s. 


The Canadian dollar has depreciated 
from around 90¢ U.S. in 1992 to 
below 70¢ U.S. in 1998 and 1999 (67¢ 
U.S. in September 1999). 


Source: Statistics Canada 
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..and, of course, the FTA and the NAFTA 


Among other contributing factors to this 
fast increase in trade with the U.S. are the 


FTA and the NAFTA. 


Since the signing of the FTA on Jan 1, 1989, 


virtually all tariff and many non-tariff barriers © 


to trade in goods between the two countries 
have been eliminated. On Jan. 1, 1994, the - 
NAFTA was signed — extending the FTA to 


important sectors such as trade in services, 
investment and government procurement. 
This helped set in motion a dynamic process 

_ that has resultedinevenclosertrading _ 

relationships between the two partners. _ 


So 


0 
84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 


Growth in Canada - U.S. exports 


| % Change 
1984-89 18.7% 
1989-94 48.3% 
1994-98 48.1% 


| 
| 
I 
[ 


| Note: Merchandise trade 
Source: Industry Canada compilations based on Statistics Canada data 
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Our trade growth prospects are also promising 


The forecast for the U.S. economy is for 
continuing solid growth. 


1999 2000 2001 2002 2003 2004 2005 
Source: DRI (3rd Quarter 1999) 


And U.S. import demand is expected to 
grow even more strongly than the U.S. 
economy at large. 


Consequently, Canadian exports to the 
U.S. should continue their robust growth. 


1999 2000 2001 2002 2003 2004 2005 


Source: DRI (3rd Quarter 1999) 
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| Are our U.S.-bound exports I 
| changing in nature? 


~~ 
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Canada's key exports are in traditionally strong areas... 


Canada is resource-rich, and our 
Resources and Resource-based products 
play a large role in our exports to the U.S. 


Other top Canadian sectors for exports to 
the U.S. include Autos & Parts and Other 
Transportation Equipment, and Electrical 
& Electronics. 


- Together, these three sectors 
accounted for $196.6 billion or 78.1% of 
all Canada's merchandise exports to 
the U.S. in 1998. 


However, Canada's Transportation — 


_ Equipment and Electrical & Electronics 
industries are also key export sectors. 


Y Yi 
ty 


Wl) J yy yyy y yy 
Value, Share of 
$ Billion Total 


Resources and 


| Oo 
Resource-based 35.4% 
Autos & Parts and |, 
Other Transportation | 33.7% 
Equipment 
Electrical & Electronics 9.0% 


* Merchandise trade 
Source: Industry Canada compilations based on Statistics Canada data 
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...namely in resources... 


$ Billion 
70 
i 2 Resource- 
| 6 0 er cae eae bas ed 
50 
40 


- ee Resources 
10 


In the last ten years, our Resources & 


Resource-based exports to the U.S. have | Ns Da ae ee 
doubled, from around $40 billion in 1989 | 
to almost $90 billion in 1998. _ Selected sub-industries, exports to the U.S. 


' Resources 25.5 10.1 

| Oil & Gas 17.6 9.9 

| Agriculture 4.5 14.5 

Mining 2.4 Sys, 

- oe | Fishing & Trapping 0.9 9.3 
"Raw" exports comprise about one-third of | begging 0.2 13.1 
our resource exports — the larger | Resource.based 63.6 9.0 
remaining share of our resource exports is | Paper 16.6 5.7 
Primary Metals 15.2 7.3 

actually made up of further processed Wood ig ate 
resource-based products. | Food 8.5 14.1 

| Petroleum & Coal 4.1 6.9 

: Non-Metallic Minerals Qui 12.4 

Beverage 42 8.8 

Other (Leather & Tobacco) 0.4 10.1 


Source: Industry Canada compilations based on Statistics Canada data 
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..and in autos... 


» % of Total Exports to U.S. : 


$74.3 Billion 
1998 


Autos & Parts have been prominent in ae 

our cross-border trade and exports with | 

the U.S. since the implementation of the | 10 ™" 

Canada - U.S. Automobile Products | “4966 

Agreement (Auto Pact) in 1965. Bara a ee ee 


Selected sub-industries exports to 


The Canadian auto sector is anintegral — 


: the US. 
part of the North American market. 

The move to a single continental market | Transportation Equipment 84.7 
largely began with the signing of the eee gi pm 
Auto Pact in 1965, which removed import Aircraft & Parts 6.7 12.5% 
7 A zr Railroad Rolling Stock 2.0 14.4% 
tariffs on auto production and led to major Shine Boat Boies a ee 
investments and cross-border trade by | Other Transportation Equipmen 1.1 11.3% 


General Motors, Ford and Chrysler. 


Source: Industry Canada compilations based on Statistics Canada data 
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..and in Electrical & Electronics industries 


ee 


$ Billion 
| 25 
= Electrical & Electronics 


— Paper 
-~-Oil & Gas 


Within the last decade, exports to the U.S. as 


of Electrical & Electronics have increased | 
into greater prominence than many of our 2.2540 
major Resources and Resource-based 


product exports, on the basis of fast | 5 
growth in segments related to information 
and communication technology. 


Selected sub-industries exports to 
the U.S. 


The information revolution and growing 
importance of computers has resulted in 


Total Electrical & Electronics 


the rise and prominence of | 


Electrical & Electronics exports. | Communications & Other Electronics 10.5 16.8% 
ae oe | Office, Store & Business Machines 6.6 13.2% 

| Industrial Electronic Equipment 2.5 17.9% 

Consumer Appliances 1.0 21.8% 

| Other Electrical Products 1.9 16.5% 


Source: Industry Canada compilations based on Statistics Canada data 
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Recent figures show our comparative 
advantage is strengthening in most 

Resource & Resource-based industries, and 
in many other areas as well including Autos 


& Other Transportation Equipment. Autos & Other Transportation Equip [I 4.9 

Petroleum & Coal MY 11.6 30.8 

: 7 ; Quarries 1.6 25.3 

It is noteworthy that while Canadian exports Food —— ie 31.1 

3 Plastics AS 29.8 

make up only a very small proportion of Printing & Publishing my —_11.5 43.7 

Soi = H Furniture & Fixtures 1.4 29.6 

U.S imports in subsectors such as clothing primary Metals MS 1.4 eS 

and leather industries, Canada's relative Logging i J 1.3 56.2 

wy ts ° Rubber a | 1 3 5.4 

share is increasing fast. Oil Gas MN) 1.1 a6 

Agriculture JE | 0.9 28.5 

, ! Primary Textiles HT J0.9 ee 79.3 

- This may reflect budding revealed Fabricated Metals IN | 0.9 7 32.1 

: - Chemicals [RE] 0.9 8.7 

comparative advantages in new Non-Metallic Minerals JT | 0.9 | ad 17.0 

manufacturing niches. Machinery [MMM] 0.7 bus 21.5 

Beverages JRRRRMIN 0.7 e -19.8 

Fishing & Trapping Ry 0.5 SEE -1.1 

In Electrical & Electronics, Canada faces Epporicn & Sle uen - a A184 

_ strong competition from many other major Other Manufacturing [if] 0.3 29.1 
ee 4 ante . Clothi 0.1 

and newly industrialized nations. eae! ho ee 


* Canada's share of U.S. industry imports divided by Canada's share of U.S. total imports 


1.0 = Canadian share of U.S. import market for all industries 


Revealed comparative advantage to the U.S. 
shows industries that provide a 


An industry value greater than 1.0 indicates Canada's exports from that industry 
comprises a higher than average share of the U.S. import market, and a 
revealed comparative advantage. 


higher-than-average proportion of U.S. 
industry imports. 


Source: Industry Canada compilations based on Statistics Canada data 
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..as well as higher productivity relative to the U.S. 


Canada was more productive than the U.S. 
in 1996 in Transportation Equipment and in 
three of our key resource-based exports: 
- Primary Metal 
- Paper 
-Wood 
We are not as productive in overall 


Electrical & Electronics, but we appear to be 
relatively more productive in several areas 


within this sector — including in Household 
Appliances, Electrical Transformers and 
Electrical Industrial Equipment. 


Primary Metals 
Paper 


Wood 

Autos & Other 
Transportation Equip 
Electrical & Electronics 


Canada-US. value-added per employee** 
Electrical & Electronics, 1996 


Household Appliances 

Other Electric Products 

Electrical Transformers 
Electrical Industrial Equipment 
Electronic Computers/Peripherals 
Electric Lighting 


Communication & Electronics 


Computers/Business Machines 


* GDP per worker (U.S. GDP at market prices is converted to GDP at factor 
cost to make it comparable to Canadian data) 

** Manufacturing value-added/ manufacturing census employment 

Note: Record Players, Radio and T.V. excluded 

Source: OECD STAN Database and industry PPPs from Dirk Pilat, "Labour 
Productivity Levels in OECD Countries: Estimates for Manufacturing and 
Selected Services Sectors," OECD Working Paper, No. 86, 1996 
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But these sectors’ share of total exports to the U.S. is falling!... 


While Resources and Resource-based 
Products, and Autos & Other 
Transportation Equipment, are still our 
strongest export industries to the U.S., 
their share as a proportion of our total 
exports to the U.S. has been actually 


declining. 


- In 1989, they comprised 77.0% of 
Canada's merchandise exports, but by 
1998 their share dropped to 69.1%. 


However important autos and resources 
are to the overall strength of our exports, 
other industries are also growing, and 


quickly — making their own growing 
contribution to the rapid rise in Canada’s 
exports to the U.S. 


an % of Total Exports to U.S. 


1989 1998 


* Agriculture and Other Primary Industries 

** Food, Beverage, Tobacco, Leather, Wood, Paper, Primary Metals, 
Non-Metallic Mineral, Refined Petroleum & Coal and Transportation Equipment. 
Note: Merchandise trade 

Source: Industry Canada compilations based on Statistics Canada data 


...Decause other Canadian exports are growing even quicker! 
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Our fastest growing exports span the "less traditional" 


“Nontraditional” 
exports growing 
more guickl 


%, Annual Average Growth, 1989-98 


Clothing TTT 26.0 2.4 
Primary Textiles [ana 22.< 1.7 


While our large traditional exports 


continue to grow, exports from many ek ones ee ah 
other sectors are growing more Other Manufacturing 15.8 5.8 
quickly. Electrical & Electronics [meee] 15.4 22.8 
Agriculture [eee 14.4 | 4.4 

Fabricated Metals Jey 13.9 6.9 

They include Clothing & Textiles, Other Transport Equipment amine 13.9 3.6 
: : Wood INN 13.9 14.9 
Furniture & Fixtures, Plastics and Printing & Publishing [a 13.1 bys 
Other Manufacturing. Chemicals aay 13.1 11.8 
Rubber ee) 12.7 Laan 

Aerospace eg 12.5 eGo 

Machinery ey 12.4 : 11.9 

Non-Metallic Minerals ay 12.1 27 

Food Sg 10.2 6.2 

Oil & Gas a 9.9 | 17.6 

: Autos & Parts ed 9.3 74.3 

Several of Canada's fastest-growing — MEM ba — Ui oe 
exports are from industries which _- Paper [REN 5.7 16.6 
historically were relatively small —s Mining EM 5.2 2.3 


_ exporters. 


* Merchandise industry exports of at least $1 billion in 1998 
Source: Industry Canada compilations based on Statistics Canada data 
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Indeed, these higher knowledge industries 
are increasing their exports to the U.S. ata 


slightly faster than average rate. 


Exports from such high-knowledge 
industries include — 


Pharmaceuticals 

Plastics 

Communication & Electronic Equipment 
Electrical Industrial Equipment 


Canada is increasingly making itself 


known as a home to important 
knowledge-intensive industries. — 


12.0% 


High-Knowledge All Industries 
Industries 


Fastest-growing high-knowledge** exports 


%, Annual Average Growth, 1989-98 
Larger Exporters ( >$1 Billion) 
Plastics 
Other Food 
Electrical Industrial Equipment 
Communication & Other Electronics 
Other Chemicals 
Business Machines 
Aircraft & Parts 


Smaller Exporters ( <$1 Billion) 
Pharmaceuticals 


le 
Toilet Preparations ie 
Communications & Wire 0.9 
Agricultural Chemicals 0.8 
Publishing 


* Calculated as the ratio of university-educated employees to total employees, 
goods producing sector. 

* Industries (3-digit SIC) with more than $500 million in exports in 1998 

Source: Industry Canada compilations based on Statistics Canada data M-9 
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..and innovative industries... 


Innovative industries, as measured by 

their propensity to undertake R&D, are 
increasing their exports to the U.S. ata 
very fast clip. 


Among the top innovative industries are 
Pharmaceuticals, Industrial Electrical 
Equipment, Machinery, Aircraft & Parts 
and Telecommunication equipment. 


They also include smaller exporters of 
Man-made Yarn and Agricultural 
Chemicals. 


Our future prosperity depends on faster 


innovation, and in fostering new and | 
better products and services. 


14.0% 


High R&D-Intensive All Industries 
Industries 


Fastest-growing R&D-intensive** exports 

Exports, 
%, Annual Average Growth, 1989-98 1998 

Larger Exporters ( >$1 Bley $ Billion 
Plastic & Synthetic Resin : 
Electrical Industrial Equip 
Communication & Other Electronics 
Other Chemicals 
Railroad Rolling Stock 
Other Machinery & Equipment 
Business Machine 
Aircraft & Parts 


Smaller Exporters ( <$1 Billion) 


Pharmaceuticals $$, 32.8 1.0 


Communications & Energy Wire & Cable 0.9 
Man-made Fibre & Filament Yarn 0.7 
Agricultural Chemicals 0.8 

Other Electrical 0.6 


* Calculated as R&D spending / sales 
** Industries (2 and 3-digit SIC) with more than $500 million in exports in 1998 


Source: Industry Canada compilations based on Statistics Canada data 
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..our fast-growing exports reflect many industries' successful 
shift to a "North American" orientation 


The U.S. market is becoming increasingly 
important to almost all industries in the 
present 1991-98 upswing. 


In many industries, the U.S. market is 
growing considerably faster than the 
Canadian market, contributing to export 
growth and the increasing U.S. orientation 
of our industries. 


For several Canadian industries, the 
U.S. market is relatively more 


important than the Canadian market. 


Difference in 

Growth Rates 
Market of Markets Growth 1997 
1991-97 1991-97 | 1991-97 1 value 


Furniture & Fixtures -2.2 dte7, 13.9 121.0 69.6 B= 
Non-Metallic Minerals Zips 10.7 8.2 113.9 30.8 
Clothing fez. 7.6 6.4 366.7 28.0 
Wood 6.5 12.7 6.2 62.4 81.0 ge 
Electric & Electronics 9.0 14.4 5.4 51.6 69.3 —— 
Printing & Publishing 3.0 (ES) 4.5 159.4 8.3 
Fabricated Metals 6.0 9.3 3.3 98.4 25.4 
Petroleum & Coal 2.0 4.9 2.9 59.0 27.5 
Plastics 7.7 10.5 2.8 87.5 33.0 

Food 4.2 5.2 1.0 75.3 14.2) <3 
Other Manufacturing 6.7 art 1.0 114.4 6.9 = 
Chemicals 7.4 8.2 0.8 ; 93.4 37.9 
Primary Textiles 6.9 7.3 0.4 «130.6 36.9 
Rubber 8.6 8.8 0.2 46.1 7 = 
Paper 7.2 7A -0.1 78.1 49.3 
Machinery 12.0 11.9 -0.1 46.2 55.4 
Primary Metals 11.6 9.5 -2.1 28.4 29 SS 
Transportation Equipment 12.6 9:3 -3.3 -0.1 13.6 


== industries more dependent on U.S. than Canadian markets 

Trade Orientation to U.S.: Canadian exports to U.S. divided by Canadian Shipments 
Source: Industry Canada compilations based on Statistics Canada data 

and U.S. Department of Commerce data. 
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For many Canadian industries, this has meant a refocussing... 


Some industries underwent considerable 
adjustment. In many of these cases, there 
was, Over a number of years, an 
associated shake-out of weaker 
Operations. 


But the survivors who restructured and 
re-oriented activities to take advantage 


of the broader North American market © 
have done well. : 


TIE DD OL IEI 
Selec act | tindustries 


| Index, 1989=100 
105 


| 100 


Clothing 
| 
Bo Textiles 
90 
Furniture & 
85 Fixtures 


89 90 91 92 93 94 95 96 


Furniture & 
Fixtures 


Textiles 


Clothing 


89 90 91 92 93 94 95 96 97 
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...greater specialization... 


For instance, the Furniture industry 
invested heavily in M&E, and increased 
its productivity — and saw its exports 
to the U.S. increase dramatically in the 
1990s. 


Average output per employee, 1997 


1989=100 


Furniture & Fixtures Total Manufacturing 


Source: Statistics Canada 
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: Pv $5.4 Billion 
| 1998 
3 \ 
2 
$1.2 Billion 
1989 


89 90 91 92 93 94 95 96 Me 98 


Growth in M&E and exports to the U.S., 1989-1998 


548% : 
WB Household Furniture 503% 
COffice Furniture 
150% 
114% 
Growth in M&E Growth in Exports 


Source: Statistics Canada 
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..and the pursuit of niches 


Textiles productivity improved 
considerably during the 1990s. And 
Clothing has benefitted from niche 
selling into the growing U.S. market. 


Key advantages for Canadian producers 
selling in the U.S. market versus other 
international competitors include our 
proximity plus the fact that other 
countries still face U.S. tariffs. 


The FTA and the NAFTA have 
benefitted our industries by providing 


free access to a large market. 


5 % of Value of Shipments 


manN/A 


Denim Yarns Pile Fabric 
Nylon Fabric Men's and Boy's Suits 


fCanada CJIndia CTaiwan Ejiltaly @aFrance 


| Source: Industry Canada compilations based on data from U.S. Dept. of 
| Commerce 


U.S. Tariffs* on select Clothing & Textile items 


Most favoured nations iw 


Lady's Cotton Sweater | (18.6% 0% 

Lady's Polyester Sweater | 133.1% 0% 

Baby's Cotton Knitted Sweater 118.0% 0% 
Baby's Cotton Knitted Dress _ 11.8% 0% 
Boy's Jeans | 117.2% 0% 
Roll of Spun Yarn for Wholesale | | 10.2% 0% 
Man's WoolSuit| == 19.2% 0% 


* Quotas also play an important role in restricting imports. 
These product niches may face future multilateral protection reductions. 
Source: U.S. Customs Office 
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Canada's services exports are also increasing... 


Service industries are feeling the effects 
of globalization and the information 
revolution, and are becoming much 
more tradeable. 


As with merchandise trade, the U.S. is 
the dominant destination of Canada's 
services exports — and they are 
increasing fast. 


_ Commercial services, which include many 
industries essential to an increasingly © 
knowledge-based economy (e.g. 


_ telecommunications, finance, engineering 
nd business services), constitute a large 


part of our services exports and imports | 


with the U.S. 


ma lmports Po 
1989 1998 | 
Service exports to the U.S. by type 
$ Billi % Change 
Commercial Services * 5.5 14.2 158.2 
Travel 4.1 8.7 qali2 2 
| Transportation 1.9 4.8 152.6 


Service imports from the U.S. by type 


ones LY) 
$ Billion dries 
Commercial Services * 8.7 175 AOKI 
Travel 6.7 cos: 81.6 
Transportation 2.4 5 11225 
* Commercial Services include minute trade in Government Services. 


%, Average Annual Growth Rate, 1989-97 
Exports, 1997 
$ Million 

Royalties & Licensing  . | 
Engineering & Equip Rentals] 
Finance & Commissions 
Advertising| 
Telecom & Computers 


Business & Mgmt 


MBExports =. s+ 1 
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The growth in Canadian services trade 


have lagged behind that for 
merchandise trade. 


Canada's export growth in services is 


also considerably lower than that for 
the U.S. and the world. 


_ Canada's export of services grew about — 


31% slower than for merchandise | 


products, and about 80% slower than 
U.S. services exports. 


...albeit not as fast as merchandise trade 


Canada y 
| trade with } 7 


| the 


EaServices 
@a Merchandise 


$ Billion 

% Change 
Imports 18.1 32.6 80.3 
Exports 11.8 O77 134.7 


Source: Statistics Canada 


Growth in Trade 


% Change 
79 


EaServices 
Ba Merchandise 


Canada US. World 
= 0 


Source: World Trade Organisation 
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Intra-industry trade is increasing... 


L%L 8G 


in Share 
1989-98 


Rubber 3.7 


Non-Metallic Minerals Ege 12.7 

Our trade with the U.S., while reflecting nee 66 
: Spel bir astics PA 30.4 
greater industry specialization and Fabricated Metals ay 10.3 
H : : F Electrical & Electronics Eee 24.4 
comparative advantage, is resulting in Primary Textiles Sis ane 
more intra-industry or two-way trade Transportation Equipment gga ae -4.4 
flows within industries. Chemicals Eas 1.4 
Machinery a 21.5 

Other Manufacturing Ea 31:1 

-A number of industries, such as cna rublishing hae oe 
Rubber, Food, Plastics and Fabricated Oe Cightig ey -29.1 
Metals display considerable Petroleum & Coal za 6.1 

: . Furniture & Fixtures aa -39.0 
intra-industry trade. Paper ay 59.4 
Wood Ha -39.8 


0 20 40 60 80 100 
% 


* Two-way trade is measured as (1-|Exports-Imports|/(Exports+Imports))*100. A 
value of 100 indicates balanced international trade at the industry level, while a 
value of 0 indicates that trade is one-way. 

Source: Industry Canada compilations based on Statistics Canada data. 
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...especially in high value-added activities 


Canada's intra-industry merchandise trade 


with the U.S. is growing more rapidly Annual Growth, 


among higher value-added industries. ay 1989-98 
So too, are Canada's exports to the U.S., 
which are increasingly reflecting higher 
value-added activities. L 
High All Goods 


Value-Added 


Exports to the U.S. by value-added* 


Annual Growth; 
aS Sere 1989-98 
ce 10.9% 


Fast-growing, high value-added exports* to the U.S. 


| 


Exports, 
% Change, 1989-98 1998 
$ Billion 


Sweaters ee 49.7 0.2 | 


Men's & Boy's Pants gaa 42.3 0.2 | — 
: | High All Goods 
Pharmaceuticals ge 32.8 1.0. | at enidee 
Building Board gaan 29.6 0.3 
Toys & Games Egg 28.9 0.4 | * Calculated as value-added/shipments, manufacturing sector 
Men's & Boy's Suit & Jackets gaa 28.9 Q4 | Source: Industry Canada compilations based on Statistics Canada data 
Wafer Board game 26.4 1.6. | 
Wooden Household Furniture eau 24.4 1.1 Se oe 
Wooden Kitchen/Bathroom Cabinet ggg 22.5 0.5 Globalization and the information _ 
Book Publishing [aaa 22.1 a | revolution are spurring movement 


into higher value-added endeavours. | 


* Industries (4 digit SIC) with $200 million or more in exports in 1998. 
Source: Industry Canada compilations based on Statistics Canada data 
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..and in commercial services 


Intra-industry trade in services is 
most significant in Engineering & 
Equipment Rentals and in 
Telecommunication & Computers. 


Commercial services include 
industries at the heart of the 
innovation system, that are key to 
global business — namely financial 
services and business management. 


Commercial Services have been © 
undergoing rapid transformation — driven 


by innovative products, advanced | 
technologies, and increased competition. 


Engineering & Equipment Rentals gael 24.1 


Finance & Commissions 


_ Telecommunications & Computers aaa 7.9 
Advertising ee 19.8 

Royalties & Licensing aaa 58.6 

Business & Management ja | -0.8 


0 20 40 60 80 100 
% 


* Two-way trade is measured as (1-|Exports-Imports|/(Exports+Imports))*100. A 
value of 100 indicates balanced international trade at the industry level, while a 
value of.0 indicates that trade is one-way. 

Source: Industry Canada compilations based on Statistics Canada data. 
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A major element of intra-industry HELIE is intra-firm ec’ 


Among U.S.-controlled firms in Canada, 
70.6% of exports and 68.0% of imports are of 
an intra-firm nature. Autos and Auto Parts 
comprise a large part of these intra-firm 
activities. 


While intra-firm trade continues to grow, it 
has not generally kept pace with the growth 
in two-way trade. 


Consequently, the share of intra-industry 
merchandise trade conducted on an 
intra-firm basis has declined. Two-way trade 
has also been growing due to specialization 
outside of trade between related firms. 


Intra-firm trade refers to international 
trade in products and services which 
_ Stay within a MNE. The trade patterns 


of U.S.-controlled firms underscore the | 
strong link between trade and foreign 
direct investment. 


Wy 
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As a proportion of total Canada-U.S. trade 


Intra-firm — Intra-firm 
oO 4 < Imports ~~ 


46%) 
55% are in 


55% are in 
Transport. Equip. Transport. Equip.* 


Intra-firm Intra-firm 
woe Exports > «« Imports ~~ 
@ 
41%) 
Of which 

Of which 51% are in 

52% are in Transport. Equip.* 
Transport. Equip.* ® @ 

@ @ 


/ntra-firm trade between Canadian and US. firms 
$US Billion 


14174 
76 


1989 1996 


* Excludes trade of U.S. affiliates of Canadian MNEs 


Source: Industry Canada compilations based on U.S. Department 
of Commerce data. 
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Where do we export in the U.S.? 
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While we export mostly to the northern-most states... 


%y 


A substantial portion of our exports to the 
U.S. goes to the northern-most states, 
which includes states around the Great 
Lakes and between the Ohio and 
Mississippi Rivers. 


- Michigan alone receives 22% of our 
exports, but 77% of this is related to the 
automotive industry. 


When our exports are compared to the i yer e | : 
size of individual states' economies, it can Ree ay > 0-1 (Low) GH 1.5-3.0 (Med-high) 


(7) 1-1.5 (Med-l Eg 3.0+ (High 
be seen that our exports to Vermont equal Ae eR FREE ecco) tdigh} 
more thana quarter of their output Source: Industry Canada compilations based on Statistics Canada and the 

: r : U.S. Dept. of Commerce data 
Michigan and North Dakota are also Seeeice nie res 
among our top trading partners. elect U.o. Markets 

J P gP Exports/GSP 
1996, % 
Vermont 
: oo Michigan 
Northern U.S. markets are within _ oe Dakota 
easy travelling distance of all major _ ere 
Canadian urban centres. New York 
California 
Illinois 
Ohio 


N-1 


Source: Statistics Canada and the U.S. Dept of Commerce 
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...we are broadening our exports quickly to other states, too... 


More and more of our Canadian 
exports are headed further south. 


- States which are "further away" 
realized a 6.2 percentage point 
increase in Canadian imports 
between 1989-98. 


While most of our exports go to 


% of exports to U.S. states 


neighbouring states, we are making _ | 89 
in-roads in U.S. markets thatare  —s [2 Neighbouring 70.1% 63.4% 
further away. : . — : : ‘Near-by _ 13.7% 14.2% 


PSUS ESS 5 


_ Further away 162% 22.4% 


Source: Industry Canada compilations based on Statistics Canada data 
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...especially in the southwest 
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In fact, some of our highest export 
growth is in markets in the west and 
southwest. 


The west and southwest are | 
fast-growing U.S. regions, and are 
providing expanding markets for 
our exports. 


a 9 < 10% (Slow) MB 12-15% (Med-fast) 
[10-12% (Med-slow) mill > 15% (Fast) 


Source: Industry Canada compilations based on Statistics Canada data 
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Key exports vary by U.S. region... 


Our resources and resource-based 
products, such as Oil & Gas and Wood 
Products (Sawmill & Planing Mill) are 
among the top exports in a majority of 
U.S. markets. 


Our motor vehicles exports are mainly 
destined to the mid-west, Middle 


Atlantic and Pacific regions of the U.S. Goods Producing Industries 
_ ere Cattle Farms . wep Motor Vehicle 
‘Sawmill and Planing Mill Products hip Motor Vehicle Engine and Engine 
; ay - Gk bide 
, __ inet Edimary Smelting and : loa code oiena 
: Refinin onyentional Crude Oil an 
: :  —=S=—S—sese 7 - rill Natural Gas 
Aerospace, Computers & Peripherals — Sye Aircraft and Aircraft Parts Industry g 

_and Electronic Parts arenowtop Mo Conpuurg and Penpnersls Refined Eetroleum Products 

exports in a number of markets. _ Equipment a Electronic Parts and Components 


Source: Industry Canada compilations based on Statistics Canada data 


...but all U.S. regions are importing higher value-added products 


Growth in value-added exports, 1989-98 


Higher value-added products are 
growing rapidly, although low 
value-added exports comprise a larger 
share of our total exports. 


An increasing proportion of our high 
value-added and high-knowledge 
products are also being exported to 
more southern destinations in the U.S. 


 % of exports to the U.S. meni snie! 


Neighbouring Near-by Further away 


98 89 98 89 98 89 96 


Value-Added 


High 46% 22% 18% 29% 34% 50% 13.7% 27.4% * 
Low 79% 72% 11% 11% 10% 17% 27.4% 38.0% 


We are witnessing a shift toward 


value-added exports which is stronger Knawledae-Intensity 


to the southern U.S. | 
: oe High 64% 59% 14% 15% 22% 27% 18.7% 35.3% a 


Low 54% 52% 25% 21% 21% 27% 14.6% 29.9% 


* Ratio of Canadian exports to the U.S., to Canadian GDP 
Source: Industry Canada compilations based on Statistics Canada data 


we 


7) _ 
' pee eune .. 


rp cit inh ot ter Syrgas de eee © 
v2 lll s co ties Cates ees Quete. Gukd a 
. : 


' 
' 
i 
; 
i 
\ 
: 
' 
; 
| 
i 
: 
N 
} 


Investment and R&D 
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The U.S. is our most important foreign investor... 


27.5% 


The U.S. is our dominant source of 


: : : 22.2% 
foreign capital — accounting for more 
than half (55%) of the foreign capital * Other investment includes loans & allowances, deposits, official 100,0% 
- Z international reserves, and other assets 
invested here in 1998. Source: Statistics Canada 


Foreign investors have invested 
_ $971 billion into Canada. 


- About one-quarter of this is in the form 
of U.S. direct investment. 


- In 1998, U.S. direct investment in 
Canada exceeded 67.7% of total 
foreign direct investment (FDI). 


Source: Statistics Canada 


Canadian companies and investors have 
invested $647 billion outside Canada. 
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...Who continues to increase their Canadian investment... 


Canada continues to receive a growing 
percentage of its foreign capital from 
the U.S. 


While North America (Canada plus the 
U.S.) has in general become relatively 
less attractive as a location for global 
FDI (compared to many overseas 
opportunities) Canada's share within the 
North American context has also been 
declining. 


‘Canada's future success will depend on 
attracting FDI, and a key concern is how 


_ Canada might reverse its position as a 
relatively less attractive location than the 
U.S. forFDI. 


Total Investment PED? 


2.3% 9.4% 
SS 
Host country 7 


of investment: ms 


Investment by: = | ip 4 — . baad a 


14 
85. 86.87.88 89. 90 91.92.93 .94.. 95,..96..97° 


* 1997 Mexico data was unavailable therefore was replaced by 1996 Mexico data 
Source: OECD 
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...especially in terms of FDI 


The accumulated "value" of U.S. FDI 
continues to rise, outweighing the stock 
of Canadian direct investment in the U.S. 


U.S. FDI allows Canadian firms to undertake 


additional R&D, expand their production 


capacity, introduce new, more competitive - 
_ products, and create more jobs. 
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Canada's 
Outward 
FDI Stock to U.S. 


$ Billion 
0 


0 
1989 90 91.. .92,-.°93. 94:95 96 97 - 98 


Source: Statistics Canada 
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Indeed, FDI from the U.S. is playing a crucial role... 


U.S. FDI is relatively larger in energy and 


mining, as well as in Machinery & ab __ Pregl: 
Transportation Equipment. = | | 


Energy & Metallic 


: 42% 
Minerals 
It is increasing fast in Services activities, Machinery & 72% 
: di ~ Fi & | Transport Eqpt. 
including in Finance & Insurance. cine [a1989 she 
Insurance CChange 
Between 1989 and 1998, there has also Other Services|“ ee 137% 
been a jump in U.S. FDI going into Wood (oa reee 425% 
& Paper. 
Other* 90% 


$ Billion 


* Includes Food & Beverage; Chemicals & Textiles; Electrical & Electronics; 
Construction; Communications 


an increasing share of U.S. FDI. Sou Cele Calas 


Services industries, too, are attracting 
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...-/ncluding to help develop "knowledge" in Canada 


U.S. firms finance and perform substantial 
R&D in Canada — over 23% of total 
Canadian business sector R&D in 1995 was 
performed by U.S.-owned firms/affiliates. 


-In 1995, U.S. R&D spending in Canada 
increased by 18.7% — to almost $1.8 
billion. 


- This R&D spending was concentrated in 
industries such as Wholesale Trade, 
Chemicals and Computer Services. 


The essence of a KBE is that 
competition is, first and foremost, 


competition to innovate. But the costs 
of innovation are high. 


$ Billion U.S.-owned firms 


Canadian-owned firms 


9:2 


| 


1991 1993 1995 


Distribution of U.S.-owned firms 
performing R&D in Canada, 1995 


Wholesale Trade [Eee 


Chemicals 
Computer Services 
Food 

Pharm. & Medicine 
Motor Vehicles 
Machinery 
Fabricated Metals 
Finance, Insurance & Real Estate 
Eng. & Sci. Services 
Sci. & Prof. Equip. 
Business Machines 


0 2 4 6 8 10 12 
% of U.S.-Owned Firms 


Note: Industries shown if number of firms accounts for at least 5% 
Source: Statistics Canada 
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...and collaborative activities 


There are strong R&D links between Canada 
and the U.S. In fact, there are well over 100 
distinct Canada-U.S. arrangements that 
oversee nearly 500 collaborative research 
ventures. 


Plus there are thousands of formal and 
informal arrangements among companies, 
universities and other institutions, individual 


researchers, etc. on both sides of the border. 


These collaborative activities allow firms to 
acquire technology, keep abreast of 
technological developments, and use 
specialized skills available in each country. 


Canadian and U.S. firms that sponsor | 
research in each other's country can — 


draw on the pool of skilled people and 
technology in the respective countries, 
and get earlier access to new ideas. 


Canada is involved with helping to 
build the International Space Station. 
_ Canada will contribute a highly 


advanced version of the Canadarm — 


the Mobile Servicing System. 
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We are also investing more in the U.S. ... 


About half of Canada's foreign 
investment position is inthe U.S. A 
substantial part of this (almost 40%) is 
in the form of FDI. 


In 1998, our FDI grew twice as fast as 
foreign and U.S. FDI in Canada. 


Making Canada the location of choice for 
_ investment in North America? In 1998, 


Canadians put in much more direct 
investment into the U.S. than U.S. 
investors did into Canada. 


39.7% 
Rest of y 
World f ; Portfolio 26.2% 
34.1% 
100.0% 


* Other investment includes loans & allowances, deposits, official 
international reserves, and other assets 
Source: Statistics Canada 
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Net U.S. FDI 
Flows 


0 to Canada 
1989 90 91 92 93 94 95 96 97 98 


Source: Statistics Canada 
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../ncluding plant and equipment in key areas... 


Property, plant and equipment expenditures 
in the U.S. by Canadian companies 


“($ Million) 

Drugs 2 28 46% 

Canadian companies are more than Electrical components 2 5 14% 

doubling their investments in key areas Electrical goods 2 5 14% 
of the U.S. economy. 

Business services 41 112 15% 

aon , Hipae Accounting, research and management 8 41 26% 

This includes expanding significantly Computer and data processing 19 96 26% 


their operations in Pharmaceuticals as 
well as in Business Services. ibe Mr PR CCA, 
Property, plant and equipment are 
growing fastest in the North-east, the 
Heartland of the mid-west, the 
South-east, and in Nevada, Idaho and 
Washington. 


Source: Industry Canada compilations based on U.S. Dept. of 
Commerce data | 0-8 | 
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..and R&D... 


Canadian companies are also setting up 
R&D facilities in the U.S. 


- While R&D leads to the creation of new 
technologies, investment is the main 
vehicle through which these 
technologies become incorporated in 
the productive process. 


The integration of the North American 
economy has given rise to an emerging R&D 
infrastructure. Companies on either side of 


the border draw on the resources of both — 
countries to aid in product and process 
innovation. This gives each economy an 
important international edge. _ 


$US Million 
2.5 


2.0 
1.5 
1.0 
0.5 


0.0 
80 82 84 86 88 90 92 94 96 


* Decline in 1995 reflects sale of an equity position in a large U.S. 
chemical company 
Source: U.S. Dept. of Commerce 


Canadian company R&D facilities in 
U.S., 1996 


Computers 

Software 

Telecommunications 

HDTV, Other Electronics 
Chemicals, Rubber 

Metals 

Machinery 

Instrumentation, Medical Devices 
Food, Consumer Goods 


PNM AHN PANNA 


Source: D.H. Dalton and M.G. Serapio, Jr., Globalizing Industrial 
Research and Development (Washington, DC: U.S. Department 


of Commerce, Technology Administration, 1998). 
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and "Greenfields" 


Canadian companies are continuing to 
set up newly-built or "greenfield 
establishments" in the U.S. 


They are centred in the mid-south, in 
areas spanning the Mississippi River 
and a number of states in the plains. 


Location quotient: 
tg Less than 0.5 
= 0.5 to 1.5 
wa More than 1.5 


BY he OO 


OS LETE LOO 


Note: The location quotient for an economic area is calculated as 
Canadian-owned establishments' share of employment in the areas greenfield 
manufacturing establishments divided by Canadian-owned establishments’ share 
of employment in the nation's greenfield manufacturing establishments. 

Source: U.S. Dept. of Commerce, "Survey of Current Business", May 1999 
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Our capital/financial markets are becoming more integrated... 


240 $47.2 Billion 


Market Value 1998 
a of Trading Sao el 


Access to pools of capital is very important 200 Distribution 

to business so as to finance growth and 180 by Exchange 

innovation. 160 oie (Jan 1999) 
1989 : NYSE 71% 

- - : 140 39 NASDAQ 24% 
Canadian companies are accessing oe AMEX 1% 
increasing amounts of capital in the U.S. Other ue 

100 
89 90 91 C2934 eee ON OOM mo (am OO: 
- There has been dramatic growth in Source: TSE Review 


cross-listing of Canadian companies on 
the TSE and U.S. stock markets. 


an 


- And more and more Canadian firms are 
looking to the NASDAQ for capital. 


Increasingly, Canadian companies are 
finding capital in the U.S. for the initiation, 5.9 
expansion and modernization of business _ Eo : 
activities. — 1990* . 4999* 


* As of Jan 1st 
Source: NASDAQ 
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We are also witnessing a rise in mergers & acquisitions... 


Canadian-based firms are active players in the 
globalization of business. They have been busy 
in the recent global merger and acquisition boom. 


$US 25.8 Billion 


Many mergers involve companies seeking greater 


economies of scale. New technologies are $US 12.8 Billion 


permitting the rapid transfer of critical _ 
information, enabling companies to invest ina | _ 
wider range of ventures — around North America | Value of US deale @ Valuc of Canadian 
and the world. | by Canadian firms deals by U.S. firms 


| * $US, 1998 deals 
| Source: KPMG 


Top 10 acquisitions of U.S. -based companies 
by Canadians announced during 1998 


Value of merger and acquisition activi 
Value (*Estimate) &' q y 


__ $Billion ___Acquiror(Canada) Target (U.S) grouped by industry 
$9.9 Northern Telecom Ltd. Bay Networks Inc 
$4.6 Teleglobe Inc. Excel Communications | Industrial Products|  — s5 
$3.3 Canadian National Railway C illinois Central C | | Real Estate [ais 
: anadian National Railway Co. inois Central Cor | ‘ 
: Oil & Gas 
$1.7 Placer Dome Inc. Getchell Gold Corp Financial Services | oO 
? Bihtd: ; Consumer Products |} _ 
$1.3 Fairfax Financial Holdings Ltd. TIG Holdings Inc. EE. 
Merchandising] | —— i+] 
$0.9 Brookfield Properties Corp. World Financial Properties Communications & Media Bam U.S. y Canadian 
$0.8 Trizec Hahn Corp Real estate portfolio (U.S.) ‘Transport'n & Environ. Serv Acquiring ~ Acquiring 


ae Metals & Minerals | 


$0.7 Laidlaw Inc. Greyhound Lines Inc. 
Paper &Forest Products| _—_—s 
$0.7 Fairfax Financial Holdings Ltd Crum & Forster Holdings Inc. Other SB 
$0.6 Donohue Inc. Paper mill 0 2 4 6 8 Oat Ze 14 
Champion International Corp. | $US Million 


“Source: Mergers and Acquisitions in Canada, 1998 Annual Directory Source: KPMG i Pp 2 ‘ 
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..and other cross-border corporate ties 


We are also witnessing a rise in new 
relationships, including more joint 
corporate ventures and 
cross-relationships: 


- To gain access to technologies and 
talent. 


- To co-operate in costly R&D and 
innovation. 


- To access supplier arrangements. 


In the pursuit of new markets, businesses 


are looking at the benefits of close corporate 
ties with companies already in the market. 


Joint ventures 


27% 


Co-production 
9% ; 
R&D consortia 
15% 
Cross-licensing 
11% Co-marketing 
14% 


Source: Sunder Magun, "The Development of Strategic Alliances in 
Canadian Industries: A Micro Analysis", Industry Canada, 1998 
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partners 


supplier- 
relationships 


joint ventures 


research consortia 
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In some areas, U.S. foreign ownership is edging up 


The share of foreign-controlled 
corporate operating revenues is still 
rising. 


Key industries include Transportation 
Equipment, Electrical & Electronics, 
Chemicals & Textiles and Consumer & 
Business Financing, which are integral 
to the well-being and future prosperity 
of other industries. 


Domestic-Controlled 


Corporations 
Other ye U.S.-Controlled 
Foreign-Controlled Corporations 
Corporations = 


Transportation Equipment 
Electrical & Electronics 
Chemicals & Textiles 
Consumer & Business Financing 
Energy 

Machinery & Equipment 

Insurers 

Wood & Paper 

Food & Beverages 

Consumer Goods & Services 
Metallic Minerals & Metal Products 
Communications 

Services 

Construction and Real Estate L_ 
Deposit-Accepting Intermediaries ir 1.9 


| 22.3 


All Industries 


Source: Industry Canada compilations based on Statistics Canada data 
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We are also playing a strategic role in IP activity... 


U.S. firms have a surplus over Canadian 
firms in the exchange of intellectual 
property. 


- In 1995, U.S. receipts from technology Pree hcl I 
licensing transactions with Canada 
were over 6 times higher than 
payments made by U.S. firms to 
Canada. 


Top 10 Canadian organizations with U.S. 


patents, 199600 i=. als 


ee) ERT) GeEh! WEEP SIGE) IEEE AISIEKs 


1 Individuals 4,077 

2 Northern Telecom Ltd. 335 EaReceipts BaPayments 

a) XEROX Corporation 317 

4 National Research Council of Canada 119 | * Patents and other proprietary inventions and technologies 

5 University of British Columbia 115 | Source: U.S. National Science Foundation 

6 IBM Corporation 95 

7 Merck Frosst Canada, Inc. i? 

8 Mitel Corporation 67 

9 Telefonaktiebolaget LM Ericsson 60 

10 Exxon Research & Engineering Co. 56 S SS 
BAG ia cae antl Investing in each other's future 
Total Granted to Canada 11,698 | oe = 


Source: U.S. Patent and Trademark Office 


P-5 


st. * ied Py Ss srcemen evel 
ett ee 


Miss yet ee : 
whats. V4, eet et i gil morte 
Ae ih oe , Mai aye 4 erat: 
4) é 6 2 : 4.6 Ze “stan ‘ 
ioimrA FE 
aw Fa 


‘ 
P es Qu 
ore oe. 08 
- oe a P : 
4 F 4 als 
e a J : ) 
. Lt 
t 9 F 
+4 “4 re 
: : ' Vo 


PT 7 PE, . 
suis " a a oe 
wes anise + ere: 


..and cross-border patent activity is increasing 


Patents (000s) 


Granted in 
2.5 the U.S, 


Canada still receives the largest share of its 
foreign patents from American investors, 
and the U.S. receives the largest share of 


foreign patents from Canadians (however, ee 
0.5 
each has been falling over time). 85 86 87 88 89 90 91 92 93 94 95 96 97* 98" 


* 1996 most recent data for Canada 
Source: Canadian Intellectual Property Office; U.S. Patent and Trademark Office 


Z _ bibl L Z LL didi 
Percentage 
Point Change 

% of Total 1989-97 
eee Sci. & Prof. Equip. +3.9 
: ee as ee Electronics -0.2 
An important measure of innovation and PabrCated Matai ot 
increasing economic relations between Rubber & Plastics “1.1 
the two nations is cross-patenting. pedis ce the a 

° = * 2 gricuitura emicals é 

While R&D pertains to the input side of Computer Equiemant 17 
the innovative process, patents focus on — Special Industry Machinery [= 0.5 
innovative outputs. Construction, Mining 0.0 
+2.1 


Pharmaceuticals 


ie ee On eee Onli eel Sime 


* Excluding aggregate category “all other industries" 
Source: U.S. Patent and Trademark Office 
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Our "new economy infrastructure" is growing... 


The Internet has done wonders for making 
the world a "smaller" place. 


Businesspeople can locate and read 
economic reports electronically from 
around Canada and the U.S. They can 
learn about emerging opportunities, 
discuss issues and "brain-storm" with 
colleagues and consultants thousands of 
miles away. 


The Internet has greatly expanded the 
possibilities for business to: __ 

- access information... _ 

- learn about new developments... 


- submit designs and participate in the 

_ immediate work-flow of others sitting 

_ thousands of kilometres away across the 
border. a... 
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..and continues to bring us closer together 


The busiest telecommunications traffic in 
the world is between Canada and the U.S. 


- In 1996, there were 6 billion minutes of 
traffic. 


- And the growth rate is double that of 
other international routes. 


And information technology/infrastructure 
is continually being improved — especially 
in the area of technical business links 
(faxes, 1-800/888/900-calls, 
web-addresses) 


U.S./Canada 


U.S./Mexico 3,323.9 574.7 


U.S./U.K. 1,833.6 138.1 

pir Hong Kong/China aa 1,639.0 -24.6 

A prerequisite for a successful _ a — eee ee 
knowledge-based economy isa U.K Jireland I 850.6 215.2 
well-developed information infrastructure. Switzerland/Germany Jil 807.5 16.3 
r into the 21st centu Germany/Austria i 786.0 1.1 

As we enter into Y; Germany/U.K. i 768.0 38.5 


information infrastructure is becoming as 
important as transportation infrastructure 
was at the beginning of the 20th century. 


0-102) 3 4 5 67 
Billions of Minutes 


Source: TeleGeography, Inc. 
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Stronger transportation links are being forged 


Transborder air services continue to 
improve: 


- With 47 new air-links created in 1997 and 


1998, transborder passenger traffic has / LAER (Kenora) = nbs 4 
increa idly over : / | — Y/ 
sed rapidly over the past few years | \ Near Vase 


New Yor' 


a »Philadelphia} 

PAT AT lovee ena 
‘Pittsburgh; 

olumbus's Washington 


| i | : SY 
| y 
| i a 
an Jose 5 | cal hnan 2 Esco 
Tene Ate A aaa 
\ as Vegas 7 Ad } 
g X 17 Charlotte] 


( 
San Francisco \y 


4 ( l 
(Los Angeles }6*pPalm Springs 
(San Diego) *Ehoenny 


[ \__\ 
| Dallas/Fort Worth] ( 


7 ee 
= 


: New Orleans 


, { Transborder passenger traffic 


| 
'. Business travel to and from the US. is being made easier 
ty 


| Scheduled Air Services ; 
Charter 
Vancouver Calgary Toronto Ottawa Montreal Halifax Other Conversions* Millions of passengers 
Feb/95 16 9 37 7 17 2 18 30 . 
Dec / 98 35 14 66 12 23 5 46 
14 
| * Charter services operated by Air Canada and Canadian Airlines 0 ; 
; ; pen Skies was signed on Feb. 24,1995. 12 
prior to Feb / 95 that were later converted to scheduled flights. Scheduled flights are by major carriers. 40 


Source: Transport Canada 8 
80 82 84 86 88 90 92 94 96 98* 
* Estimation Q-1 
Source: Statistics Canada z 


_ Source: Transport Canada 
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They include "deeper" transportation links... 


vy New 


o 


aft York 
There are many "trade corridors" — many : ! 
actively promoted by municipal rae. as 
authorities, businesses and trade-related \\ San Diego” | <i 
organizations on both sides of the border. Eipasdy 
- They promote trade, advertise travel meh, Fort! Miami 
advantages and seek ways to facilitate Brownsville Rateergate 
travel flow. Select Transborder Highway Corridors 
B.C. to San Diego (via I-5) 
- They act to ease the transport of Alberta to San Diego (via |-15) 
goods and services "deeper" into the Alberta to El Paso (I-15/25) 
U.S. market and beyond. Man./Sask. to Brownsville (via US 83) 


Winnipeg to Laredo (via |-29/35) 
Winnipeg/Thunder Bay to Laredo (via I-35) 
Winnipeg to Detroit to Sarnia (via 1-94) 
Winnipeg to New York (via I-80) 
Sault Ste. Marie to Fort Lauderdale (via I-75) 
Sarnia to Laredo (via !-69) 

Ontario (Fort Erie) to Miami (via US-219) 
Ontario (Fort Erie) to Boston (via I-90) 
Quebec to New York (via I-87) 
Quebec to Boston (via |-91/93) 

New Brunswick to Miami (via I-95) 


Canada's transportation infrastructure is 


already well-connected to that of the U.S. 
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..that are also more "active" links... 


Cross-border truck flows have been 
particularly strong. 


- Since 1991, they have increased 
some 78%, to nearly 17,500 vehicles 
per day. 


Our rail exports to the U.S. have also 
shot up since 1991, reflecting increased 
demand for heavy commodities. 


The nature of Canada's exports such as 
forest products, fertilizer materials and 


grains has made rail a more expedient form 
of transportation. 


USS hy TS) | GS) Gis Giz GY) Bl “GS Sy / Gkehe 


* U.S. trucks entering and Canadian trucks returning. 
*“ Numbers are based on figures for the first quarter of 1999. 
Source: Statistics Canada 
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Source: Statistics Canada, Cat. 52-216 for the period 


1987 to 1995: Transport Canada 
: Q-3 
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..and reflect the shifting pattern of economic activity 


The relative traffic share between ¢/. Shhate 
domestic and international markets has me 
been dramatically shifting. 
65 DTS Domest 
55 
Technology to improve speed: ~ International mmmnmmninnaunnrirnanmmusmmentianiiiir 
A conceptual design for an Intelligent 35 ae 
Transportation Border Crossing System is a. 
being tested at the Peace Bridge between aon + ae an op oR ae 
Ontario and New York and the Ambassador 
Bridge between Ontario and Michigan. : Source. Statistics Canada 


This could allow Customs and Immigration 
pre-clearance and facilitate vehicle an 
driver inspection. _ - . 
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Business people are much more "cross-border mobile"... 


Since 1989, the number of Canadians 
entering the U.S. on a temporary basis has 
been rising — from about 25,000 in 1989 to 


over 40,000 in 1996. Type of Temporary Visa 

_jIntracompany transfers (L1) 
Under the FTA and subsequently NAFTA, 40 ‘Other temporary (H2B) dees 
entry requirements to the U.S. eased mi rpolessionsl workers (1116) 7 


ma FTA/NAFTA workers (TC,TN) 


substantially*, allowing for increased entry 30 a 
as well as substitution out of more 
stringent temporary visa categories. 20 


* Under NAFTA, U.S. work visas are open to virtually 
anybody with a university education and some work 
experience. 


10 


0 


ee | a 89 90 91 92 93 94 95 96 
Compared asa proportion of the * The data include initial entries to the U.S., as well as renewals and 
population with university education, the 
emigration of skilled workers roughly 


re-issue of temporary visas which expire when the holder has been outside 
the U.S. for more than 30 days. 
Source: U.S. Immigration & Naturalization Service 


doubled between the 1960s and 1996 and 
tripled by 1997. 
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..as are others for pleasure and study 


Canada - U.S. tourism 


Thousands of Trips 


The top destination for Canadian tourists i 
P Ques Students studying across 


next door. For the first time since 1987, the border 80 

more American tourists visited Canada than oN - be Outbound 
. oS hen, & #C : 60 Travel to U.S. 

Canadians to the U.S. en ee 


Inbound 


M d x ou, 40 from U.S. cocoa” Y% 

. a oS ie eae “ 3 ee iniig. ye 
ore students are studying cross-border. crane — ~/ : ‘aa. G0 a ce o1/sd0s o4/Gk 06 67 98 
About 22,051 Canadian students are ee as a ZLeS “1990-98 Source: Statistics Canada 
studying in U.S. colleges and universities, (peg 22051 a 
many pursuing graduate degrees. There aes 
were about 3,314 U.S. students studying in * 1998 school year, college and university 

Source: Association of Universities and Colleges of 


Canada. Canada 


Many thousands of Canadians make the U.S. 
home for part of their year — enjoying their 
retirement years, and spending the winter 
months in the U.S. 


Each year, many Canadians and Americans 
make a permanent switch in residency. 


Increased tourism helps citizens with 
first-hand familiarity, which helps build 


even stronger bridges between the two 
countries. 


Source: U.S. Immigration & Naturalization Service Q-6 
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Our links are truly strong and growing... 


(ee economic links with the U.S. are strong and getting stronger. They are developing 
quickly not only in trade and investment, but as well in many new dimensions, such as in 
cross-border R&D spending and collaboration. In many ways, these new links are in 
response to the forces of rapid globalization, the information revolution, and the transition by — 
all countries towards more knowledge-based activities. 


As we strive to position ourselves for the future, it is paramount that Canada more fully seize 
opportunities in the U.S. — in traditional areas such as resources, but as well in other areas 
that could provide us sustainably higher prosperity. Our growth as a KBE is dependent on 
the exploitation of opportunities afforded by our closer economic relations. This entails 
developing competitive advantages that could lead to a brighter and more promising future. 


In the next issue of the Micro-Economic Monitor, we will feature — 
Part 2 — Opportunities and Challenges. In Part 2, we will identify the 


key benefits to our close economic relations, as well as opportunities, 
which if taken advantage of, will help position us for the future. 


..-but we still need to capitalize on our ir opportunitie ; 
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For Further Information 


We welcome your questions, comments.and suggestions? You can reach us by ... 


sending us a letter: Serge Nadeau 
Director General 
Micro-Economic Policy Analysis 
Industry Canada 
235 Queen Street 
Ottawa, Ontario K1A 0H5 


e-mailing: nadeau.serge@ic.gc.ca 
phoning: (613) 954-3487 
or faxing us at: (613) 941-3859 


The Micro-Economic Monitor is prepared on a quarterly basis by the Micro-Economic Analysis Directorate of 
Industry Canada. The Monitor provides a quick and easy-to-read update on Canada's economic performance. It 
also provides topical in-depth reports on current economic issues from a micro-economic perspective. 


The current analysis update was prepared by Joseph Macaluso, Alison McDermott, and Karen Smith, under the 
direction of Shane Williamson. 


This quarter's feature was prepared by Gary Sawchuk, Aaron Sydor and Cemile Sancak. It benefitted from 
comments and suggestions from Ram Acharya, Dan Ciuriak, Shenjie Chen and Coronel Clea from the 
Department of Foreign Affairs and International Trade. Presentation / data assistance was provided by 

Caroline Farmer, Ashfaq Ahmad, Jennifer Brill, Gillian Elias, Wulong Gu, Jennifer Kennedy, Shauna Martin, 
Khamlay Pung, Karen Smith, Patrick Taylor and Lori Whewell. Proof-reading by Dave Dupuis, Shane Williamson 
and Someshwar Rao. Translation by Lucie Larocque and production support by Cliff Lee-Sing and Sue Hopf. 
Gary Sawchuk is the General Editor of the Special Features in the Micro-Economic Monitor (and is responsible 


for all remaining errors). NW bets. 
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With the ipo report: 


Canada's Growing Economic 


Relations with the United States 
Part 2 — Maximizing Our Opportunities — 


Maximising... 
_— 


Third Quarter, 1999 


Micro-Economic Analysis Directorate, Industry & Science Policy Sector, Industry Canada. 
This document is also available on the Internet at http://strategis.ic.gc.ca/sc_ecnmy/mera/engdoc/04.html 
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Special Feature: 
Canada's Growing Economic Relations with the United States 
Part 2— Maximizing Our Opportunities 
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The economy picks up steam in the third quarter of 1999... 


Output expanded a stronger-than-expected 4.7% (annual rate) in the third quarter, boosted by a 
surge in exports and strong consumer spending. 


- Exports increased at their fastest rate in two years, fuelled in particular by higher sales to 
the U.S. market. Consumer spending also posted a strong gain in the third quarter. 


- Investment in M&E edged down after an exceptionally large gain in the second quarter, but 
non-residential investment remained strong. Demand for housing slowed from its fast pace 
in the first half of the year, and businesses cut back on inventory investment. 


...with job growth rebounding from a weak first half 


After a slow start to the year, the pace of job creation has picked up sharply since September. 
Gains have been concentrated in full-time positions, with the Manufacturing sector accounting 
for one out of every two new jobs so far this year. Strong job growth has lowered Canada's 
unemployment rate to 6.9% in November, an 18-year low. 


The outlook for the Canadian economy has improved considerably in recent months. The latest 
consensus forecast projects growth of 3.8% overall in 1999, nearly double the forecast of just 
over 2% growth made early in the year. 


This issue's special report is the second instalment of a three-part study on Canada's strong 

and growing economic relations with the U.S. Part 1, released with the second quarter issue of 
the Monitor, provided a snapshot of the key economic linkages between the two countries. Part 

2, contained in this issue, examines how we might better take advantage of economic 
opportunities in the U.S. Part 3 will identify key challenges facing Canada in pursuit of 
these opportunities. 
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Domestic Scene 


Real Economic Activity 
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The economy gathers strength in the third quarter... 


Real GDP rose a stronger-than-expected 


4.7% (annual rate) in the third quarter of 
1999. 


- Higher exports led the advance, which 
was also supported by healthy growth in 
consumer spending. 


- Business investment edged lower 
following a sizeable increase in the 
previous period. 


Output over the first three quarters of 1999 
is up 3.6% compared to the same period last 
year. The current consensus forecast calls 
for growth of 3.8% for all of 1999, well above 
last year's pace of 3.1%. 


Real GDP Growth 


% Change, SAAR 


4.7 4.8 4.7 
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Source: Statistics Canada 
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..fuelled by a surge in exports... 


Exports of goods and services rose 15.0% 
(annual rate) in the third quarter, the largest 
advance in two years. 


- Though most major categories were up on 
the quarter, growth was led by higher 
exports of Automotive Products, 
Computers, Telecommunications 
Equipment and Forestry Products. 


Imports grew at a slower pace (5.5% 
annualized), although imports of Automotive 
Products rose strongly for the second 
consecutive quarter. 


Surging exports resulted in a sharp increase 
in Canada's real trade surplus and provided a 
major boost to output in the third quarter. 


- This contrasts with the previous quarter, 
when import growth exceeded export 
growth and the trade surplus fell. 


Real Exports and Imports of 
Goods & Services 


$1992 Billion $1992 Billion 
360 50 
330 Exports (L) 40 
300 30 
Imports (L) 
270 . 20 
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Source: Statistics Canada 
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..and strong demand at home 


Final domestic demand increased by 3.4% 
(annual rate) in the third quarter of 1999, 
building on substantial gains in the first 
half of the year. 


- Higher domestic demand was fuelled 
primarily by consumer spending, as 
inventory investment slowed and 
business investment in M&E declined. 


Final Domestic Demand 


% Change, SAAR 6.9 
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Source: Statistics Canada 


fie 


oe 
we oF 


ve _ “ a o a 
a 


Rea mk sae ; 
re 
ems aparece 


rte node Uae thes 
deni eens 


a 


Consumers provide the biggest boost to domestic demand... 


Consumer spending rose 4.8% (annual 
rate) in the third quarter, marking three 
straight periods of growth in excess of 4%. 


- Spending was up across all major 
categories. However, purchases of 
consumer durables were especially 
strong (+18.1%, annualized), boosted by 
a sharp rebound in sales of motor 
vehicles. 


Real Consumer Expenditure Growth 


% Change, SAAR 
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Source: Statistics Canada 
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...but demand for housing slows... 


Real Residential Construction Growth Real Non-residential Construction Growth 


% Change, SAAR 
12.6 


% Change, SAAR 


-15.1 
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Source: Statistics Canada Source: Statistics Canada 


Investment in Housing rose 2.5% (annual rate) in the third quarter of 1999, slowing 
considerably from a very fast pace in the previous two quarters. Advances in new housing 
construction and sales of existing homes were partly offset by lower renovation activity. 


Investment in non-residential building and engineering structures advanced a solid 8.5% 
(annual rate) in the third quarter, boosted by higher spending on both components. 
Non-residential construction has now increased in each of the first three quarters of 1999, 


shaking off a very weak 1998. 
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.. business spending on M&E retreats from a very high level... 


Business investment in M&E edged down 
1.8% (annual rate) in the third quarter, on 

the heels of an exceptionally large gain of 
37.0% in the second quarter. 


- Asharp drop in aircraft investment and 
lower business spending on 
computers were primarily responsible 
for the decline. 


Despite this third-quarter decline, M&E 
investment is up nearly 14% so far this 
year compared to the same period last 
year. 


Real Machinery & Equipment Investment 
% Change, SAAR 


37.0 


9.5 9.8 92 


-4.6 
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Source: Statistics Canada 
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..and inventory investment is cut back 


Business investment in non-farm 
inventories totalled $2.4 billion in the 
third quarter of 1999, down sharply from 
the previous quarter. 


- An inventory buildup in the 
Manufacturing sector was partly 
offset by a reduced inventories in 
Wholesale & Retail Trade. 


The accumulation of farm inventories 
also slowed in the third quarter. 


Non-farm Business Inventory Investment 


$1992 Billion, SAAR 
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Growth in personal income picks up... 


Growth in Personal Income Real Personal Disposable Income* 


% Change, SAAR 550 $1992 Billion, SAAR 


500 - 


450 - 
400 = 
350 - 
93 94 95 96 97 98 21s Coad APY AE 12h S 81 83 85 87 89 91 93 95 97 2.3444) 2-3 
| 98 | 99 | | 98 | 99 
Source: Statistics Canada *Converted to real dollars using the chain price index for 


personal expenditure on goods and services. 
Source: Statistics Canada and Industry Canada 


Personal income rose 3.8% (annual rate) in the third quarter of 1999, outpacing growth in 
the previous two quarters and matching that recorded at the end of 1998. 


Disposable income increased at an even faster rate (+4.8%), with income rising more 
quickly than income taxes and employee contributions to social insurance programs. After 
adjusting for inflation, personal disposable income was up 2.5% on the quarter. 
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...but household finances fail to improve 


With growth in consumer spending 
outpacing gains in disposable income, 
the saving rate fell 0.6 percentage points 
to 0.3% in the third quarter. 


- This is the lowest saving rate on record 
(available data extend back to 1961). 


Consumer and mortgage debt levels were 
roughly unchanged during the quarter. 
Coupled with higher incomes, this led to a 
reduction in the household 
debt-to-income ratio to 99.3%, down from 
a record high of 100.4% in the previous 
period. 


Personal Debt and Savings Rate 


% 
Ratio of household debt s 14 
to income (L) 


Personal saving rate (R) 
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Corporate profits surge in the third quarter 


Corporate profits jumped up by 49.6% 
(annual rate) in the third quarter of the 
year, the biggest quarterly advance since 
1994. 


- Profits increased to 10.6% of GDP, an 
eleven-year high. 


Corporate Profits 


% Change, SAAR % 
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maCorporate Profits =—Ratio of Corporate Profits 
before Taxes (L) to GDP (R) 


Source: Statistics Canada 
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Inflation rises above 2%... 


After holding steady between 1.6% and 
1.8% from April to July, inflation picked up 
over the following three months, reaching 
2.6% in September before retreating to 
2.3% in October. 


- This is the first time since early 1997 
that inflation has risen above 2%. 


The "core" inflation rate — excluding the 
volatile food and energy components as 
well as the impact of indirect taxes — was 
1.6% in October, still within the bottom half 
of the 1-3% target range set jointly by the 
Bank of Canada and Department of 
Finance. 


Consumer Price Index 


Year-Over-Year % Change 


[_] Impact of cigarette tax reduction 
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Source: Statistics Canada & Bank of Canada 
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...driven up mainly by higher energy prices 


Higher energy costs — notably for 
gasoline and natural gas — accounted 
for just over one-third of the 
year-over-year rise in the general price 
level in October. 


- Excluding energy, the CPI was up 
only 1.5% on the month (compared 
to 2.3% if we include energy prices). 


Higher prices for motor vehicles and 
university tuition also contributed to the 
year-over-year rise in consumer prices. 
However, lower prices for computer 
equipment and telephone services 
continued to put downward pressure on 
annual inflation. 


Components of CPI: October 1999 


Year-Over-Year Price Change 
% 

Transportation [ag 2 

Rec/Read/Education | 
CPI, All-Items 
Health/Personal Care |, 
Shelter | 
Household/Furniture — 

Tobacco/Alcohol — | 
Food | | = 

Clothing/Footwear| 1. 


Source: Statistics Canada 
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Commodity prices rise sharply for the second straight quarter 


After having increased 8.1% in the second 
quarter, the price of raw materials jumped up 
a further 7.8% in the third quarter. 


Although commodity prices fell back slightly 
in October (-1.1%), the outlook for 
commodity prices remains positive. 


- This recent strength is due mainly toa 
faster-than-expected recovery in the 
Asia-Pacific and a sharp rebound in the 
price of crude oil following production 
cutbacks by OPEC countries. 


Industrial product prices — those received by 
producers at the factory gate — were up 2.5% 
in the third quarter on a year-over-year basis, 
the biggest rise in nearly four years. 


Price Chain - 1999Q3 


Raw Materials Be 


Intermediate Goods 77758 


Finished Goods Jim 


Producer Prices fees 


@ Q/Q percentage change 
a Y/Y percentage change 


Source: Statistics Canada 
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Labour Situation 


Employment growth picks up sharply in the Fall... 


Employment growth, which had been 
sluggish through most of 1999, was very 
strong over the September-November 
period. 


Over the first eleven months of 1999, there 
has been a net gain of 313,000 new jobs. 


- Just under two-thirds (203,000) of these 
year-to-date gains have occurred over 
the past three months. 


All of the employment growth has been in 
full-time work. The number of full-time 
positions is up 397,000 over the first eleven 
months of 1999, compared to a drop of 
84,000 in part-time employment. 


Employment Growth 


400 Month-over-Month Change (Thousand), SA 


_ 


1998 1999 


Mi Full-Time @@ Part-Time 
Source: Statistics Canada 
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...dropping the unemployment rate to an 18-year low 


Employment growth has greatly 
outpaced growth in the labour force 
since September, lowering the national 
unemployment rate to 6.9% by 
November. 


- This is the lowest rate since August 
1981, and compares to the 8.0% rate 
prevailing at the end of last year. 


Since the beginning of 1999, the adult 
unemployment rate has fallen by 1.1 
percentage points to 5.7%. Strong job 
growth has also lowered the youth 
unemployment rate by 1.2 points to 
13.2%. 


Unemployment Rates 
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The private sector rebounds from job losses earlier in the year... 


After posting losses in the first half of the 
year, private-sector employment has 
rebounded strongly so far in the fourth 
quarter, growing by 60,000. Employment in 
the public sector has edged lower over this 
period. 


- However, public sector employment 
growth has outpaced that of the private 
sector so far this year — 208,000 
compared to 105,000 on a year-to-date 
basis. 


Employment: Private vs. Public 


Million Jobs Million Jobs 
12.25 2.80 
42.00 Private-sector 2.75 
employment (L) 
11.75 2.70 
11.50 2.65 
11.25 2.60 
11.00 Public-sector 2.55 
employment (R) 
10.75 2.50 
Q1 Q2 Q3 Q4 Qi Q2 Q3 Q4 Qi Q2 Q3 Q4 Q1 Q2 Q3 A4 
1996s 1997 | 1998 | 1999 


Source: Statistics Canada 


... With substantial gains in most regions of the country... 


In absolute terms, Ontario and Quebec 
have accounted for nearly 7 of 10 net 
new jobs created so far this year. 


However, employment growth has been 
strongest in Newfoundland, Prince 
Edward Island and Nova Scotia. In fact, 
year-to-date gains in Newfoundland and 
P.E.I. have exceeded 5%. 


Employment is up only slightly in 
Saskatchewan and British Columbia so 
far this year. 


Employment Growth by Province 
(January to November 1999) 


Year-to-date job gains 
(000's) 
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Source: Statistics Canada 
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...though gaps in labour market performance persist 


Provincial unemployment rates in November 

ranged from a low of 5.2% in Alberta to a 

high of 16.1% in Newfoundland. 
Unemployment Rates: November 1999 

So far this year, unemployment rates are %, SA 

down in all provinces, but especially in 

Newfoundland (down 2.6 percentage points 16.1 

to 16.1%), P.E.I. (-2.2 points to 13.2%) and 7 

New Brunswick (-2.0 points to 9.6%). 


- Despite this significant improvement, 
unemployment rates in Atlantic Canada 
remain well above the national average. 


Other notable declines include a drop of 1.5 


: n hs : > D> 2S BD L&— GL ~w 
percentage points in Quebec, bringing its See nee Ra oe mS 
unemployment rate down to 8.4% in o 
November, the lowest since 1976. Source: Statistics Canada 


The unemployment rate in Ontario is down 
1.3 points so far this year (5.6%). 
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The Bank of Canada raises short term rates in November... 


The Bank of Canada raised its trend-setting 
Bank Rate by 25 basis points to 5.00% on 
November 17. This move reflects the growing 
strength of the domestic economy and follows 
a similar rise in the U.S. federal funds rate. 


- The increase — the first since August 1998, 
preceded by five consecutive declines — 
raised the Bank Rate back to that prevailing 
before it was hiked a full percentage point 
in the midst of the Asian financial crisis. 


With U.S. short-term rates rising more quickly 
during the year, the gap between Canadian 
and U.S. rates widened from 10 basis points at 
the beginning of the year to 85 basis points on 
December ‘st. 


Short-Term Interest Rates 


—Canada ~U.S. EXDifferential 


Last data point plotted: December 1, 1999 


Source: Bank of Canada, 90-day Commercial Paper, 
last Wednesday in the month 
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...as long-term rates trend up 


North American bond yields have risen steadily 
throughout the year in response to concern 
over the fast pace of growth (particularly in the 
U.S.) and fears of higher future inflation. 


By December 1, Canadian long-term rates were 
up nearly one full percentage point on the year. 


- At the beginning of the year, Canadian long 
rates were slightly above comparable rates 
in U.S. However, U.S. bond yields rose 
more quickly early in the year, pushing 
domestic rates 35 basis points below U.S. 
rates by the end of June. 


- Long rates have since increased more 
quickly in Canada, bring them closer in line 
with those in the U.S. 


Long-Term Interest Rates 
% 
10 
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Last data point plotted: December 1, 1999 


Source: Bank of Canada, Government long-term bond, 
last Wednesday in the month 
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Higher commodity prices and the strong economy provide a boost to 


the Canadian dollar... 


The Canadian dollar has gradually 
recovered after hitting an all-time low of 
US 63.31¢ in August 1998. 


Greatly improved economic fundamentals 
at home and a global rebound in 
commodity prices have provided 
underlying support for the dollar, which 
traded above US 69¢ early in May. 


Against this general upward trend, the 
dollar has weakened on occasion given 
fears of higher U.S. interest rates. 


Still, the dollar closed December 3rd at 
US67.6¢, up roughly one and a half cents 
from the beginning of the year, and is well 
positioned for further gains in 2000. 


Canada-U.S. Exchange Rate 


$U.S. Per $C 
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Last data point plotted: December 3, 1999 


Source: Bank of Canada 
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...While stock markets reach record highs 


Canadian stock prices have increased 
steadily throughout 1999, and have made 
especially strong gains in late October and 
November. 


Fuelled in large part by high-tech stocks, the 
TSE 300 index hit a new intra-day high of 7889 
on November 26 before falling back slightly. 


- Canadian stocks have become increasingly 
attractive given the rebound in natural 
resource-based industries, an improved 
outlook for the Canadian economy, and the 
perception that Canadian stocks offer 
relatively good value. 


As of December 3, the TSE was up just over 
1,300 points on the year, an advance of 20% 
on the year. 


Stock Market Indices 
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Last data point plotted: December 3, 1999 
Source: Statistics Canada 
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Federal finances on track for third consecutive year in the black 


In November's Economic and Fiscal Update, the 
Department of Finance reported on its 
consultations with private sector forecasters. 


- After posting surpluses in the past two years, 
a surplus of $2 billion is projected for the 
current 1999-2000 fiscal year. This includes a 
$3 billion Contingency Reserve which will be 
put toward reducing the debt if not needed. 


- Estimates for subsequent years range from a 
surplus of $5.5 billion in fiscal year 2000-01 to 
$23 billion by 2004-05. 


Other levels of government have also had some 
success in reducing budget deficits. Along with 
the federal government, five provinces and one 

territory are expected to post balanced budgets 

or surpluses in the current fiscal year. 


Federal Budgetary Balance 


$ Billion, Year-To-Date 
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Source: Department of Finance 
*Projected surplus for 1999-2000 includes $3 billion 
contingency reserve. 


2 
a 7 
thas 
wie 


“sory OOO eh lala 


or | 
aly 
it i ; 
fl = 


ae nO myth oie 


ey a ; weeaat 4 


AA 
r me - ils ‘pit 
my He 7 7 
; } 0 "0 te as one : 
mane 


oe ean 


bs 


i a ae 


@ 
aa rte 
hed, 


ae gba 
rb ei hs 


pega: Loe an 


ee aa 


or x 


Domestic Scene 


Competitiveness 


4 


er Boot 
( #) ah 
] 


Mon oo Th 4 


ae 


f it De iy 


en me 7 nia 
Sab ' j 
pa Malas ey 


i 


- a 


a 


5 ae big ei Pe 


Steady unit labour costs... 


Canadian firms have been quite 
successful in holding unit labour costs 
down. Unit labour costs rose only 0.2% 
(annual rate) in the third quarter of 1999. 


- The total wage bill increased by 4.9% 
(annual rate), only slightly surpassing 
growth in total output (4.7%). 


With this third-quarter result, unit labour 
costs have ben flat or declined in four of 
the past five periods. 


Growth in Unit Labour Costs 


% Change, SAAR 
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Source: Industry Canada calculations 
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..and a falling dollar improve Canada's competitive position 


A stronger dollar weakened Canada's 
competitive position in the first half of 


1999, but this situation has been reversed 


in the third quarter. 


At the economy-wide level, and ona 
common currency basis, Canadian unit 
labour costs were down 1.8% relative to 
those in the U.S. in the third quarter. 


- Most of this improvement is due to the 
weaker Canadian dollar, which fell by 
just over one cent against its U.S. 
counterpart. 


- However, Canadian firms were also 
better at containing costs, with unit 
labour costs rising more slowly at 
home than in the U.S. 


120 


Unit Labour Cost Comparison ($US) 


Ratio: Canada/U.S.; 1992=100 $U.S. per $C 


12 falling line represents an increase in 
Canadian competitiveness 


87 89 91 93 95 97 234123 
98 | 99 | 
Economy (L) —Manufacturing (L) {JExchange Rate (R) 


Note: Quarterly manufacturing ULC for 1999Q3 are not yet available. 
Source: Industry Canada estimates based on data from the U.S. 
Bureau of Labor Statistics & Statistics Canada 
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Canada records its first current account surplus in nearly three 


years... 


Canada posted a current account surplus 
of $2.6 billion (annual rate) in the third 
quarter of 1999. The current account was 
last in surplus at the end of 1996. 


- This quarter's swing from deficit to 
surplus was due almost entirely to a 
sharp improvement in Canada's 
merchandise trade surplus. 


On the capital account, Canadian assets 
abroad rose $26.2 billion in the third 
quarter, with gains in direct, portfolio and 
other forms of investment. 


Canadian liabilities abroad increased by 
$13.4 billion, dominated by a large rise in 
foreign direct investment in Canada. 


Current Account & Trade Balances 
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$ Billion, SAAR 
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The merchandise trade balance represents net exports of goods. 


The non-merchandise trade balance represents net exports of services 
plus net receipts of investment income and transfers. 


Source: Statistics Canada 
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...largely due to a big jump in the merchandise trade surplus 


All major components contributed to 
Canada's improved current account 
position. 


However, the most important factor by 
far was a nearly $9.0 billion increase in 
the merchandise trade surplus, which 
reached $37.8 billion (annual rate) in 
the third quarter. 


A higher surplus on transfers and 
slightly lower deficits on investment 
income and trade in services made 
smaller but nonetheless positive 
contributions to Canada's improved 
current account position. 


Main Components of the Current Account 
$ Billion, SAAR 


Q2/99 Q3/99 


@§ Current Account Balance ma Merchandise Trade Balance 
[= Balance on Services Net Investment Income 
ge Net Transfers 
Source: Statistics Canada I-2 
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Surging exports to the U.S. ... 


Compared to the same period last year, 


merchandise exports were 11.9% Merchandise Exports, Year-to-date 
higher in the first nine months of 1999. 


Jan-Sept/99 % Change, 
$ Billion Jan-Sept/98 - Jan-Sept/99 
- Higher sales to the U.S. — which Total 265.4 gy 11.9 
accounts for roughly 86% of all By Trade Partner 
exports — are responsible for this US. 228.2 GRNUEE 15.7 
increase. Shipments to the rest of Japan 6.8 448 
th Id d toidat E.U. 13.4 -0.5| 
e world are down on a year-to-date All Others 17.0 -12.7 a 
basis. By Principal Commodity 
: : ‘ Agricultural & Fishing Products 19.0 §1.6 
With the exception of Industrial Goods Energy Products 20.9 a 14.4 
= . Forestry Products 28.9 a 10.7 
& Materials, exports from all main Industrial Goods & Materials 42.2 -2.7§ 
commodity groups are higher. Machinery & Equipment 62.4 6.2 
Automotive Products 71.7 bo 32.3 
f Other Consumer Goods 10.2 fe 11.2 
- Exports of Automotive Products and 
Energy Products have registered 
particularly sharp gains this year. Source: Statistics Canada 
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.. have resulted in a sharp improvement in Canada's trade picture 


Merchandise imports are up 7.5% over 
the January-September period when 
compared to last year. 


- Import growth has been widespread 
across all major commodity groups, 
with a particularly sharp gain in 
imports of Automotive Products. 


- Import growth has also been fairly 
well-balanced across regions, in 
contrast to what is observed for 
exports. 


Canada's merchandise trade surplus 
over the January-September period 
totalled $24.1 billion, almost double that 
of last year. 


- All of this improvement is due toa 
higher trade surplus with the U.S. 


Merchandise Imports, Year-to-date 


Total 
By Trade Partner 


All Others 


By Principal Commodity 


Agricultural & Fishing Products 
Energy Products 

Forestry Products 

Industrial Goods & Materials 
Machinery & Equipment 
Automotive Products 

Other Consumer Goods 


Jan-Sept/99 
$ Billion 


241.2 


185.0 
Tall 
20.8 
27.7 


13.2 
7.2 
2.0 

45.7 

73:9 

56.6 

27.4 


% Change, 
Jan-Sept/98 - Jan-Sept/99 


217.9 


Balance by Trade Partner, Year-to-date 


All Others 


Source: Statistics Canada 


Jan-Sept/99 
$ Billion 


24.1 


-10.7 


Change ($Billion) 
Jan-Sept/98 - Jan-Sept/99 
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Manufacturing leads all sectors in growth in the third quarter... 


Output in the Goods-producing industries 
rose a solid 9.5% (annual rate) in the third 
quarter of 1999, with gains in all major 
groups. 


- A surge in Manufacturing activity (notably 
the production of motor vehicles and 
computer equipment) was due in large 
part to strong exports to the U.S. market. 


- Rising commodity prices spurred higher 
output in the Primary sector, including 
gains in Mining and Forestry. 


Service-producing industries advanced 2.9% 
overall (annual rate) in the third quarter. 


- Output was higher across most major 
groups, led by continued strength in 
Retail & Wholesale Trade and Business 
Services (particularly computer 
consulting and temporary help agencies). 
Community & Personal services recorded 
the only decline in the third quarter. 


Real GDP Growth by Industry: 1999Q3 
% Change, SAAR 


Goods-Producin 


Primary 0.35 


Manufacturing 
Construction 
Utilities 


Service-Producing 


Transportation, Storage & 
Communications 


Trade 


Finance, Insurance & 
Real Estate 


Business Services 


Community & Personal | -0.5 
Services* | -0.5 


Government Services 


BY/Y Percentage Change HHQ/Q Percentage Change 


Source: Statistics Canada 


*Education and Health & Social Services 
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...accounting for one of every two new jobs created... 


Employment in the Goods-producing 
industries was up 164,000 (+4.4%) over the 
first eleven months of 1999. 


- This increase is due entirely to gains in 
Manufacturing, where employment has 
increased by 175,000. 


- Employment was little changed 
elsewhere in the Goods sector ona 
year-to-date basis. 


Employment increased by 149,000 (+1.4%) 
between January and November in the 
Services-producing industries. 


- These gains were concentrated mainly in 
Community Services and Transportation 
industries. There was a notabie decline 
in employment in Public Administration. 


Job growth has picked up noticeably in the 
last half of the year across most industry 
groups in both the Goods-producing and 
Service-producing sectors. 


Job Growth by Industry 


Thousand (SA) 

Goods-Producing 
Primary 

Utilities 
Construction 
Manufacturing 
Service-Producing 
Trade 
Transportation 
Ginte 

Business Services* 
Community Services* 
Other Services 


Public Administration 


Ba July 1999 - Nov 1999 
GH 1999 (year-to-date) 


Source: Statistics Canada 

*FIRE: Finance, Insurance, Real Estate and Leasing 

Business Services: Management, Administrative, Professional, Scientific & Technical Services 
Community Services: Educational Services, Health & Social Assistance. 
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..although these oats are confined mainly to Central Canada 
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Most of the new Manufacturing jobs have been located in either Ontario or Quebec. 
Employment in Services is up across all regions, serving as the main engine of job 
growth in the Prairie provinces, Atlantic Canada and Quebec. 


Workforces have expanded in the Primary industries in both British Columbia and 
Atlantic Canada, but all other regions have experienced declining employment in this 
sector. The number of jobs in Public Administration is down across the country. 
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Capacity utilization jumps up closer to its pre-recession peak... 


Capacity utilization in the Non-farm 
Goods-producing industries jumped up 
nearly two full percentage points to 86.0% in 
the third quarter. 


- This is the highest since early 1988, when 
capacity use reached 86.8%. 


While gains were fairly widespread, the bulk 
of the overall increase in capacity utilization 
in the third quarter can be attributed to 
Manufacturing. Capacity use in this industry 
rose to 87.6%, its highest level in 25 years. 


- Indeed, 7 of 22 industry groups within 
Manufacturing posted rates above 90%. 
Transportation Equipment and Electrical 
& Electronic Equipment in particular have 
benefitted from strong U.S. demand. 


A large rise in Mining (+5.8 percentage 
points) was due to a surge in drilling and 
rigging activity related to higher oil prices. 


Capacity Utilization: 


Non-farm Goods-producing Industries 


Level(%) Change (% points) 10-year 
1999Q3 Q/Q YIY Average 

Total Non-Farm Goods-Producing 86.0 1.8 3.6 81.6 
Logging & Forestry 86.8 2.8 Tet 80.8 
Mining & Quarrying 81.8 5.8 0.1 84.8 
Crude Petroleum & Natural Gas 70.2 -1.1 -4.2 82.0 
Manufacturing 87.6 2a 4.9 80.5 
Durable Goods Manufacturing 89.4 2.9 7.6 79.3 
Primary Metals 86.5 -1.9 -2.8 87.6 
Fabricated Metals 84.2 1.4 2.1 76.9 
Transportation Equipment 95.6 5.1 16.6 79.5 
Electrical & Electronic Products 93.3 5.0 10.2 78.0 
Non-Durable Goods Manufacturing 85.3 ea UES) 81.9 
Food Products 84.9 0.8 2.6 80.0 
Paper & Allied Products 93.8 3.1 8.7 88.5 
Printing & Publishing 81.0 0.5 -2.0 79.6 
Chemical & Chemical Products 80.8 1.3 -2.3 84.1 
Construction 89.0 0.9 4.0 84.0 
Electric Power & Gas 86.5 1.8 2.1 82.5 
Energy 79.0 0.4 -1.0 82.4 
Total Excluding Energy 87.5 Fast. 46 81.4 


Source: Statistics Canada 
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..aS operating profits rise for a fourth consecutive quarter... 


Corporate operating profits were up 7.6% in 
the third quarter of 1999 (34.0% annualized), 
rising for the fourth consecutive quarter. 


Gains were concentrated in Non-Financial 
industries (+12.4%), boosted by rising 
commodity prices and strong demand at 
home and in the U.S. 


- Led by a sharp gain for producers of 
computers and other electronic 
equipment, operating profits rose 10.5% 
in Manufacturing. 


- Profits have rebounded sharply from 
previous losses in the Natural 
Resource-based industries, reflecting 
rising demand and higher prices for raw 
materials. 


Operating profits in the Finance & Insurance 
industries declined 3.5%. Slightly higher 
profits by banks, trust companies, credit 
unions and insurers were more than offset 
by losses in the Funds and Other Financial 
Vehicles industry. 


Corporate Operating Profits 


Level Difference 
($M) 99Q2-99Q3 9803-9903 
99Q3 ($M) (%) (%) 
Agriculture, forestry, fishing & hunting 392 14 <19/ 53.7 
Mineral fuels 1867 756 68.0 2395 
Mining except mineral fuels 593 166 38.9 18.4 
Utilities 1132 188 19.9 60.3 
Construction 178 11 6.6 -16.0 
Manufacturing industries 11704 1109 10.5 54.0 
Trade industries 4390 261 Are 143.5 
Transportation and warehousing 1407 110 8.5 25.7 
Information and cultural industries 1683 442 35.6 -1.1 
Real estate, rental and leasing 1706 20 1.2 8.8 
Professional/Scientific 989 115 13:2 143.0 
Management of companies 637 -176 -21.6 -40.9 
Other services to business 540 108 25.0 $9.3 
Education services 15 1 7.1 200.0 
Health care and social assistance 378 26 7.4 SHOT 
Arts, entertainment and recreation 67 70 -2333.3 -309.4 
Accommodation and food services 268 4 1.5 -14.6 
Other services 975 -24 -2.4 84.0 
f a] 
Depository credit intermediation 4469 59 les WET 
Non-depository credit intermediation 1350 -12 -0.9 49.2 
Insurers 1052 93 9.7 (al 
Funds and other financial vehicles 3261 -399 -10.9 -7.9 
Other financial intermediaries 742 -135 -15.4 -28.4 
Total Non-Financial 28921 3201 12.4 47.4 
Total Finance & Insurance 10874 -394 -3.5 0.5 
Total - All Industries 39795 2807 7.6 30.5 
Source: Statistics Canada 
J-5 
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...and wage settlements run above last year's pace 


Wage settlements have averaged 2.1% 
over the first three quarter of 1999, above 
the prevailing rate of inflation over this 
period (1.5%) and up from 1.6% last year. 


- On average, the largest settlements so 
far this year have been in 
Manufacturing and Transport (2.5% in 
both cases), while Trade & Finance 
recorded the smallest advance (1.3%). 


- Wage settlements are running above 
last year's pace in all industries except 
Construction and Trade & Finance. 


Wage settlements in the private sector 
(2.3%) continue to outpace those in the 
public sector (1.9%). However, this 
margin has narrowed significantly since 
1998. 


Wage Settlements by Industry 


% 


Primary . 
Manufacturing — 


Construction Oo 


Transport, Communication, FT 
& Utilities 


Trade & Finance ba. CPI Inflation 


<< averaged 1.5% 
in the first three 
quarters of 1999 


Community, Business f. 
& Personal Services 


Public Administration jam 


0.0 


0.5 1.0 
81998 m—m1999* 


3.0 


Effective average annual adjustments in base wage rates from major collective 
bargaining agreements. 
*1999 data cover agreements reached over the January to September period. 


Source: Human Resources Development Canada ' 
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| Canada's Growing Economic 
omc lM §~© Relations with the United States 


Part 2 — Maximizing Our Opportunities 
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This is the second part of a three-part illustrative overview of Canada's strong and increasing 
economic relations with the U.S. 


"Part 1 — What are the key dimensions?" was published in the Second Quarter 1999 issue of the 
Micro-Economic Monitor, and provided a snapshot of Canada's economic relations with the U.S. — 
highlighting their many dimensions and key trends. It examined their increasing strength, and paid 
particular attention to the changing nature of our exports to the U.S. 


In this issue, we present "Part 2 — Maximizing Our Opportunities", which explores how we might 
better take advantage of economic opportunities in the U.S. It discusses many benefits of our 
growing economic relations, and identifies current export opportunities. 


In next issue's "Part 3: Turning Challenges into Strengths", the key challenges in pursuit of these 
opportunities will be identified, as well as possible ways these challenges might be turned into 
advantages. 


Especially at a time of rapid globalization, the information revolution and the transition by all countries 
towards more knowledge-based activities, it is key that Canada seize opportunities associated with 
our growing economic relations, especially in more value-added and knowledge-intensive activities 
that will be critically-important to Canada's future prosperity and standard of living. 
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c 
eerewing sconomic relations with the U.S. ... 


As the 21st century dawns, our increasing economic relations with the U.S. 
are pivotal! 


This is not only to take better advantage of attractive cross-border 
opportunities, but to be in an improved position to exploit new and 
emerging opportunities of a global nature. 


As a result of globalization and the information revolution, 
Canadian business must be continuously prepared to 
undertake promising new areas of economic activity 
that depend on large market access. And the U.S. 

is key — the U.S. is the largest, richest, most 
dynamic and technologically-advanced 
market, with an abundance of opportunities. 


In this feature, we will identify the key benefits to our 


close economic relations with the U.S. and pay particular 
attention to those opportunities which we must take 
advantage of, to better position ourselves for the future. 
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...provides us with many opportunities — if we are ready! 


But we must be ready. 


- Globalization, the information revolution 
and the transition towards 
knowledge-based activities make the 
dynamic advantages of economies of scale 
and specialization much more possible. 


- They also create new "essentials" for 
successful business — redefining old 
notions of competitive advantage. 


‘This d dbes. not i henate the portent. _ 
‘comparative advantages afforded by our 

_ natural resources, but gives greater 

_ prominence to inventiveness, productivity, 
_ quickness and the general ability to take 


_ advantage of opportunities, especially in 


more value-added and knowledge-intensive 
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What are the key benefits? 
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For the outward-oriented, the U.S. is an obvious first-stop 


The U.S. market has always been 


: wi ; Up ahead... 
important to Canada, and will likely remain oad ven | 
so. oF 4sia Pacific 


For firms interested in expanding beyond 
the domestic border, success often comes 
from focusing on one foreign market at a 
A 


+ The U. S. Is clase aia while very - 

competitive, it offers a relatively easy 
market to begin going el _ a ae 
- firtstop. ee , af 


- This is Bee laily true for Canadian 
firms who are approaching exports as 
"first-evers" and "new-to-market”. 
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..that is fast-growing... 


The U.S. economy has had the best 
performance of all G-7 countries over 
the past 10 years. 


- Indeed, Canadian exports have 
benefitted substantially from the 
U.S.'s current economic expansion.* 


. (2nd Quarter 1999). 
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Economic performance 


Real GDP, 1989=100 


European Union 
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Source: Industry Canada computations based on data from 
the U.S. International Trade Commission and DRI 
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...and exceptionally diverse 
The U.S. is a large and varied market, 1998 


Plains 
GSP - $798.9 
Avg. Income - $37,163 


GSP - $692.6 
Avg. Income - $47,325 


ig 


| New England — 


Rocky Mountain 
GSP - $367.0 


X2Midwest 


Avg. Income - $36,439 Great Lakes" 
\ es GSP - $1,922.1 
The U.S. market is not only huge, but lho ty: Avg. Income - $38,84 Mortheast 


quite diversified — with many De add 


regional economies. 


Mideast 
e GSP - $2,260.0 
‘Avg. Income - $45,446 } 


Southwest 
GSP - $1,253.2 
Avg. Income - $35,48 


- Over the past 20 years there has 
been continual change in the list 
of stronger and weaker geographic 
performers. 


GSP - $2,615.6 


Southeast ; 
Avg. Income - $35,196 


5 | 
@ Note: In Canadian dollars converted using 1998 market exchange 
rate. Gross State Product (GSP) in $ Billion 


85-89 90-94 95-97 


Mideast 
Midwest Great Lakes 


Canada can diversify within the U.S. — 
by expanding our trade relations and 


interests more thoroughly throughout 


the U.S. Rocky Mt Bo? 24. 
FarWest @p 46 <2 3.0 
aes SZ 2.6 
Rank: @&® a <2 L-4 


Source: Statistics Canada and U.S. Dept. of Commerce 
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And while our U.S. economic relations benefit export specialization... 


Canada's U.S. economic relations have Trade balances with the 


contributed to growing trade balances Spee 
in resource-based exports and in (ogg) (1998) 
transportation equipment (mainly Tromte pertation Eau enent cal Ny 7 
autos). Oil & Gas 
Wood 
Paper & Allied SReRUNER I: 
- These are sectors that have Primary Metals 
traditionally produced surpluses but Furnitute & Oe iow 
; 2 4 Petroleum Refining 
are now running increasingly large Agriculture & Fishing a 
surpluses. This deepening of trade Clothing 
bal ; istent with Beverages 
alances is consistent wi Now incre ie Manone \ 
increased specialization in areas Plastics i 
H Leather 
where Canada has a comparative marae ! 
advantage. Mining | 
Food d 
Textiles wi 
Printing & Publishing 
Fabricated Metals 
Chemicals 
Electrical & Electronics 


Canada's net trade flows with the U.S. 


=f Ls * a es M. hi 
are increasingly positive in achinery 


10 
$ Billion 


resource-based industries in which 
Canadian exports have comparative 
advantage and are already strong. 


Source: Industry Canada compilations based on data from Statistics Canada 
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..they also permit our industries and firms to specialize in the 
export of differentiated products... 


As our economies become more 
linked, there is, within many industries, 
considerable and growing trade in both 
directions.* 


: _- Indeed, in many industries, there is _ 


almost a Pence | in exports ou 
- imports. 


- This is suggestive of product 
differentiation and specialization, 
and of highly integrated markets. 


* As shown in detail i in’ "Canada's Growing Economic Relations - 
with | 


he Micr re Monitor (2nd Quanet 1999). 


‘United States: Part 1 — What are the key dimensions?", 


Exports and imports 
Canada-U.S. trade, 


Oil & Gas 
Wood 
Paper & Allied 
Furniture & Fixtures 
Beverages 
Petroleum Refining 
Clothing i Export share 
Primary Metals p Zea \mport share 
Agriculture & Fishing 


es Equip. a 


Leather i 


Textiles Cae 


Machinery 
Misc. Manufacturing 
Printing & Publishing 


0 20 40 60 80 100 120 
Balance in 
exports and 
imports 


Source: Industry Canada compilations based on data from Statistics Canada 
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...sometimes involving more value-added activities 


Many sectors are seeing an increase in 
the export share of more processed 
items. In sectors where such exports 
are small, we see export diversification 
occurring. In industries where such 
exports are relatively large, we see an 
increase in export concentration in 
these activities. 


- Within the Chemicals sector, exports 
from the Pharmaceutical industry are 
growing in importance. 


-Within Textiles, the export share of 
more complete clothing accessories 
is eine: 

Walue-added activities include work involving 


__ further and/or more advanced processing and 
: sometines | more Kowiedde Pased endeavours. 


Industry sub-components that are 
expanding fastest are often those 


requiring further processing or more 
knowledge-based activity, 
e.g. Pharmaceuticals. 


Change in concentration - 
Change in share of exports to U.S, by te ucts, 1989 and 1998 


- ase Metals & Products — 
. Pulp Wood 
“Wood & Wood Products 
Mineral Products 
Prepared Foodstuffs 
Plastics & Rubber 
Hides, Skins & Leather 
Live Animals 
Transportation Equipment 
Animal & Vegetable Fats & Oils 
Machinery 
Instruments 
Clothing 
Precious Metals 


-5 ) 


Within Chemicals Within Textiles 


Knitted Clothing 
mm Accessories and 
Clothing Accessories 


Down to 40.1% 
Inorganic and 
Organic Chemicals 


Pharmaceuticals 
Man-Made Staple Fibers 


Coated Fabrics 
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Access to a larger market helps us become more productive... 


Recent research shows that industries 
which experienced large tariff 
reductions following the FTA, also 
showed the biggest productivity 
improvements. 


Not only were many of these industries 
able to withstand a drop in tariff 
protection, they were also able to find 
viable and valuable niches in the larger 
and now more accessible U.S. market. 


The FTA and subsequently the NAFTA 
have had an important and positive 


impact on the level of Canada - U.S. 
trade, but as well on helping Canadian 
industries become more productive. 


Impact of FTA on manuf ing productivity growth 


% per Year 


= oo 
Total Medium High Tariff 
Manufacturing Tariff Industries Industries 


H 


f . aes yt ae t 5 ee. 
sefect list of formerly high-tariff’ industries 


Brewery Products Paint & Varnish 


Clothing Industries Wooden Kitchen Cabinets 
Men's & Boy's Wine 
Women's Household Textile Products 
Children's Footwear 

Upholstered Furniture Milk 

Wooden Household Furniture Business Form Printing 

Other Household Furniture Sugar & Chocolate 


Metal & Other Office Furniture | Asphalt Roofing 

Soap & Cleaning Compounds Printing Ink 

Coffins & Caskets Gloves 

Wooden Doors & Windows Furs 

Shipbuilding & Repair Carpets, Mats & Rugs 
Plastic Bags 


Note: "Medium Tariff" refers to industries with net effective tariff cuts 

between 4 and 8% and “High Tariff " refers to industries with net 
effective tariff cuts > 8%. "net effective tariff cut" refers the relative 
change of the Canadian tariff against the U.S. to the rest of the world 
between 1988 and 1996. y 

Source: Trefler, D. "The Long and Short of the Canada-U_S. Free Trade 

Agreement", 1999 
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..and faster growing 


Many of our industries that are 
increasing fastest in productivity are 
among our most U.S. 
market-oriented. 


These industries have been 
contributing significantly to our 
recent growth. 


Growth in: e US 
1989-98 - xports Orientation* 
to U.S. 


Rubber 

Refined Petroleum 
Primary Textiles 
Electrical & Electronics 


Primary Metals 
Furniture & Fixtures 
Paper 

Beverages 
Transportation Equip. 


Chemicals 


Food 

Machinery 

Plastics 

Textile Products 
Fabricated Metals _ 
Clothing 
Non-Metallic Minerals 
Leather 
Misc. Manufacturing 
Printing & Publishing 


U.S 
Orientation* 


———_ Real GDP 


2a oa On Ont. 


* Calculated as (total exports/ship _GDP replaces shipments for 
total economy. 
** The export data for computers 
Source: Industry Canada compilati 
Statistics Canada and the U.S. De; 
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Large markets help industries become more innovative... 


The costs of innovation are high. 


Without a huge market to sell into, the 
cost of conceiving, developing and 
commercializing new products, 
implementing new techniques, and 
investing in human capital may be 
difficult to justify. 


It is no coincidence that many of Canada's 
innovative industries are becoming 


increasingly outward-oriented, e.g. 
Communication Equipment, Aerospace, 
Pharmaceuticals and Computers. 


Select innovative in 


% of GDP _% of North American 


Computers 
Pharmaceuticals 
Aerospace 

Communication Equipment 


Source: Industry Canada compilations:based on data from 
Statistics Canada and the U.S. Dept. of Commerce 
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..and to engage in more new or emerging industries / activities 


Access to the U.S.'s larger market makes 
it financially feasible for new firms to 
participate in promising value-added and 
knowledge-intensive industries. 


Many of these industries are just 
beginning to emerge. 


- And insomuch as these activities are at 
the cutting-edge and often provide 
productivity-enhancing goods and 
services to other industries, they 
provide the impetus for further 
innovation and the improved 
competitiveness of other sectors. 


Access to the U.S. market is extremely 
important for many firms in fast-growing 
emerging industries — the promise of 


these new areas of economic activity 
depend on firms' abilities to quickly take 
advantage of large markets and cover 
start-up and innovation costs. 


Output growth ini 


Electronic Parts 


-. Pharmaceuticals 


Telecom Carriers 
Architecture & Engineering* 
Management Services” 


Total Economy — 


024 6 8 10121416 


* Export data for services (Computer Services, Management Services and 
Architecture & Engineering) come from Canada's International Transactions in 
Services, Statistics Canada 

Source: Industry Canada compilations based on Statistics Canada data 


In recent years, we have seen a proliferation of new 
firmis in emerging industries such as information and 
communications hardware and software, 
biobharmaceuticals as well as in a host of other areas 
from bio-agriculture, bio-aquaculture, bioforestry to 
environmental technologies, telehealth and aerospace. 
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Success in the U.S. can also be a springboard to other markets 


_ Europe 


The U.S. also serves as an ideal gateway 
to global markets, especially in more 
value-added and knowledge-intensive 
areas. 


- The U.S. market is the easiest for many 
Canadian businesses to enter, and to 
learn the process of exporting, before 
going more global. 


- Plus, since the U.S. is the world's 
vanguard market for many new 
products and services, success in the 
U.S. will establish Canada's brand and 
position Canadian business for 
success elsewhere. 


A successful foothold in U.S. markets helps 
establish a favourable reputation before 
going further abroad. For instance, 65% of 
Canadian exporters serving non-U.S. 
markets in 1997 also exported to the U.S. 
: 


Source: Statistics Canada, Export Registry, 2000 
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In addition, economic integration is a two-way street... 


Our relations benefit U.S. producers too! 


Canadian imports from the U.S., in nominal 
terms have doubled; and as a percent of 
U.S. output, have risen from 1.8% in 1989 to 
2.1% in 1998. 


We are also the most important market for | | 
U.S. exporters in a number of major ee nl ee 
industries. E.g.: — - 


8 Canadian imports from the U.S. ce | 
_Autos _ U.S. Rank | 


: _ Value, 1998  %ofU.S. Share of _as Exporter | 
- Computers $ Billion | GDP,1997 U.S.Exports to Canada | 
- Electrical & Electronics Autos : 56.1 List = 

. s Computers* i ‘ 2465 — Ast | 
Chemicals . Electrical & Electronics 28.8 : 18.6 

- Pharmaceuticals Chemicals 17.7 19.8 


Pharmaceuticals* 2.4 i 13.8 
Total Economy 266.2 ; 26.3 


* GDP data are from the 1996 Annual Manufacturing Survey of the 
U.S. Census Bureau. 
it 1998 
; Source: Industry Canada compilations based on data from Statistics Canada, 
= U.S. Dept. of Commerce and U.S. Census Bureau 
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..and be sure, the U.S. is pursuing opportunities in Canada 


U.S. firms are not waiting to take 
advantage of opportunities when they 
see them in Canada. 


The U.S. share of imports in Canadian 
markets is high and increasing in many 
industries. 


It becomes crucial that Canadian firms 
strengthen their base by also seeking 
opportunities in U.S. markets. 


U.S. export penetration is rising in many key 
Canadian markets — and especially in many 
high-tech, high-knowledge industries. 


1989 ey: 1997 y 
@ 
ew 
ohn. 46.5% cht os 
36. 0% 2 Tithe: RS 
mrs ce 3 


za 


Source: Industry Canada compilations based on data from Statistics Canada 


Canadian imports fi 


} 
Share of Canadian Market eine: | 
1989 / 1997 1989-97 fal 
% % % 
Resources 
Agriculture* 25.4 39.6 55.6 
Logging & Forestry* 4.7 6.1 30.7 | 
Mining & Oil* 10.6 12.1 13.7 
Manufacturing 
Food & Beverages 4.8 9.8 104.5 
Rubber & Plastics 21.7 30.1 38.9 
Textiles 14.4 34.4 138.6 
Clothing 1.9 8.5 344.6 
Wood 8.5 13.2 56.8 
Furniture & Fixtures 13.1 29.9 127.8 
Paper 11.6 25.2 118.4 
Printing & Publishing 10.2 15.9 55.9 
Metals hen 67.5 
Machinery 16.4 
Transportation Equip re ; 24.5 
Electrical & Electronic : 44.3 
Computers . 6.9 
Non-Metallic Mineral 4 TRA? 
Refined Petroleum 8. 43.4 
Chanicels 93.8 
Pharmaceuticals 8.6 162.2 
Professional Services 
Computer Services* 9.7 10.9 12.0 
Architecture & Engineering* 4.9 8.2 68.1 
Transportation” 9.9 15.1 52.8 


* GDP in place of shipments was used in market calculations. In addition, the 
relevant time period is 1992-1996 for Architecture & Engineering. ; 
Source: Industry Canada compilations based on data from Statistics Canada 7 
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Still room to grow! 


Canada's share of 


Canada's share of the | | 
U.S. import market | | | 


It is important to note that even though 
Canadian exports to the U.S. have 
grown significantly since 1989, there 


are still considerable opportunities. ae 


; Source: IMF and DRI 


| 

| | 

1989 1998 || | 

| 18.2% 18.9% | | 
ae ee : | 
| 

| 

| 


Canada's export share of the U.S. market 


Canadian exports’ 
Select industries Share of U.S. market 
1989 1998 gpm 


remains small — 2% in 1998. 


ct Se 2.5| $13.3 
| Plastics: 1. $2.8 


| Machinery 8] $8.3 
Transportation equip. 7.9 Ag $54.9 $25.0 


Note: Billions of U.S. dollars 
Source: Industry Canada computations based on data from 
the U.S. International Trade Commission and DRI 


This was also shown in "Canada’s Growing Economic Relations 
_ with the United States: Part 1 — What are the key dimensions? ”, 
The Micro-Economic Monitor (2nd Quarter 1999). 
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What kind of opportunities? 


Every kind! Encompassing all types of 
products and services. There are still 
abundant opportunities in: 


- traditional export Hise \e and 
services| 
_-new Valueadded areas built on 
traditional strengths - 
- product/service niches 
«new and emerging areas. 


Canada's export opportunities 
include but are not limited to 
resources and resource-based 
products. Indeed, taking fuller 
advantage of opportunities means 
expanding Canada's exports to a 


wider range of activities, including 
products and services that could 
be particularly important for our 
future prosperity, as well as 
broadening our export markets 
throughout the whole of the U.S. 


Opportunities... 


Traditional 
Industries: 


Higher 
Value-added 
Traditional 


Emerging 
Industries 
C 
Activities 


‘o 
emir 


Ay Lager eit 
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.from traditional exports to exports in new emerging areas 


Traditional - in ja's la rts have been in Resources and 
Industries s ire parative advantage) and in Autbe & 


Within Canada's traditional exports, there has been considerable growth in the 


Higher export of more value-added products and services’, i.e. involving further and/or 


more advanced processing and sometimes more knowledge-based 
Val ue-added endeavours. These exports depend on firm-level productivity or 
Traditional competitiveness beyond any industry comparative advantage, since Canada 
could otherwise ship these natural resources elsewhere for processing. 


| New Niches 


. These activities often also involve new niches, but are frequently oung 
Emerging industries in which there are a high proportion of new firms and y 
Industries | “churning” New or emerging markets can be very active and compe ti je an 
the nature of competition can change as markets develop. Po 1g, 

Ae a on the leading-edge, and taking quick advantage of opportunities can all 
Activities crucial to the growth and export success of firms in these industries. 


CC 


* Some of Canada's natural resource exports are very high value-added. But often there can be further processing that uses 
additional domestic inputs (sometimes requiring higher knowledge or skill activities) and adds further value. 
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There is still considerable room to grow in traditional export areas... 


Even though Canadian traditional 
exports are large relative to other 
exports, and have generally grown 
faster than the U.S. market, our market 
share here, too, remains small. 


As transportation links develop further, 
and our knowledge of U.S. markets 
grows, Canada's exports should 
broaden more thoroughly throughout 
the U.S. 


Even in traditional exports, the U.S. 
provides abundant opportunities and 


remains a highly attractive target for 
further exports . 


Traditional Canad 


nnual Gro 
in Exports 
1991-97 


Resources® 


Resource-Based™ 
Autos 


Auto Parts 


| -* Resources are defined as Oil & Gas, Mining, Agriculture, Fishing & Trapping, : 


and Logging. 


} ** Resource-based is defined as Paper, Primary Metals, Wood, Food, Petroleum 


& Coal Products, Non-Metallic Minerals, Beverages, Leather and Tobacco 


| Note: The U.S market for resources is calculated using GDP instead of shipments 
' Source: Industry Canada compilations based on data from Statistics Canada and 


the U.S. Dept. of Commerce 


Canada’s traditionally large exports include Resources and 
Resource-based Products (comparative advantage) and Autos 
& Parts (integrated auto market). 
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... especially if we can add value to our traditional exports 


The fastest growing segments in 
Canada's resource-based exports are in 
more processed endeavours. 


- Our market share in these endeavours 
is much smaller, while these U.S. 
markets tend to be large and growing 
quickly. 


In an era of global commodities, exports of 
primary and basic products alone may no longer 
provide sustainable prosperity. Technology allows 

new producers of basic goods to come forward 
even from overseas, putting yet our traditional 
exports in a more vulnerable position. 


A challenge facing Canada is to 
devise new ways to draw upon the 
strengths of our existing industry, 


and to enhance their strongest 
elements, i.e. in value-added ways. 


Canadian exports tot 


od [™ 


US$ Billion Annual US$ Billion Annual Our Share of 


advanced processing and sometimes more knowledge-based endeavours. These 
exports refiect firm-level productivity or competitiveness beyond any industry ; 
comparative advantage. 


4998 Growth, % 1999 Growth, % U.S. Market 

1989-1998 1989-1999 1998 es 

Agriculture S334 11.9 156.2 20 20 | 

Wood & Paper 20.8 55 300.2 3.5 71 | 
Mining & Oil Well Industries ies 81 Tpi255 09 101 
Oil & Gas (igi on 67.7 D4 153 

Traditional value-added include products and services that involve further and/or more | 

3 


\ * Please also see niches and emerging industries on next two slides. / 
Source: Industry Canada compilations based on data from the 


Canada must find ways to add value to M-5 
traditional exports. 
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Nontraditional export niches hold considerable promise... 


We are witnessing a world of dynamic, 
fast-paced change, where firm-level 
competitive advantages can translate 
into niche market success. 


Recent niches include: 


— =Clothing — 
- Furniture & fixtures 
- Rubber & Plastics 
- Commercial services 


Canada's market share remains small, 
even in our most successful niches, so 


the future holds considerable promise. 


Canadian export 


7 Jege 


US$ Billion _ Annual US$ Billion — Annual Our Share of | 


1998 Growth, % 1999 Growth, % U.S. Market, %: 
1989-1998 1989-1999 1998 * | 
Clothing & Textiles 2.7 19.0 195.3 3.1 1.4 
Furniture & Fixtures 3.7 13.8 71.5 5.0 5.3 
Chemicals 4.2 4.3 144.5 1.8 1.6 
Rubber & Plastics 7.1 13.0 225.2 3.9 3.2 
Commercial Services 9.4 10.8 5,686.2 6.7 0.2 
* It must be noted that some industries, such as clothing and textiles, still face 
to a degree certain quantitative restrictions and/or regulations which 
may limit the potential market in the U.S. which is available. 
Source: Industry Canada compilations based on data from DRI and 
Statistics Canada (Transportation Services exports based on 


international services transactions receipts) 


__ For further detail, please see Slide N-10. | 


Nontraditional export areas or niches include industry exports from areas in which 
Canada has been a net world importer. These exports’ success relies frequently on 
competitive advantage originating from productive and innovative activities, and 


benefit from special market access to the U.S. 
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...aS do exports in new and emerging areas 


Technological developments have resulted in 
many new or evolving industries, whose Select Canadian exp U.S. associated 
markets are growing fast. At present, the U.S. with leading-edge ac rr 
market dominates world demand for many of 
these leading-edge products and services. 


= 7. US$ Annual Us$ = Annual Our Share of 
Five key sectors include: Billion Growth, % | Billion Growth, % | U.S. Market, % 
1998 1989-1998 1999 1989-1999 1998. 
- Biotech 
Biopharmaceuticals Pharmaceuticals 0.7 29.4 133.6 10.4 0.5 
. . ICTs 
Bio-agriculture Telecom Equipment 34 198 91.4 9.2 3.8 
Bio-aquacultu re Electronic Parts & Components 3.2 9.3 171.8 11.2 2.1 
. Computers & Peripherals 3.6 10.1 170.5 9.9 2.3 
Bioforestry Scientific & Professional Equip 1.6 15.7 133.6 3.8 1.3 
: dgncee : Indicating & Recording Inst 
- Information Communication Technologies (ICTs) P= aE epee hea 0 ee eo we HY us 
Information appliances Aerospace 45 108 795 12 5.2 
Intelligent systems and software Environmental Technologies* 04 19.0 n/a nla nla 
E-commerce facilitators Business & Professional Services 9.4 41.0 1,497 77 0.7 
H Management Consulting 0.7 11.8 148.4 8.5 0.5 
- Aerospace Technologies Commun services ae OE ee hee ee ae 
Regional and business aircraft Architecture & Engineering 06 16.2 116.8 4.6 0.5 


Flight simulators and training 

- Environmental Technologies 
Energy (fuel cells, biomass, etc.) 
Bioremediation 

- Professional Services 


* 1990-98 time period - export data come from Team Canada Inc. 

Source: Industry Canada compilations based on data from U.S. International Trade 
Commission, DRI and Statistics Canada (Business & Professional Services 
exports are based on international services transactions receipts) 


New or emerging activities frequently involve young industries in which there are a 
high proportion of new firms. Markets can be very active and the nature of 
competition can change as markets develop. Positioning, staying on the | 
leading-edge, and taking advantage of opportunities quickly can be crucial to the 
growth and export success of firms in these industries. 


Success of companies in these industries depends 
often on their ability to keep up with rapid 


"en enawoesontuassnevensorsonssccarioorovenenasessntestistoestoecescensensetant tte 00 veetonneonentnsenssennt 


innovations in products and/or processes. 
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Opportunities also include the export of many knowledge services 


Knowledge services play a crucial part 
in the efficient operation and growth of 
modern economies. 


Consequently, business & professional 
services are growing rapidly. 


Business & Professional Services range from relatively low-tech 
_ building services to cutting-edge knowledge services. These 
include computer services, R&D, and Management Consulting. 


Services are an integral part of the 


global, knowledge economy. 


Select Canadian kn ices exports to 


the U.S. ... 


Annual rn, : | (aM 


Export | ws¢ Billions Growth, % | Our Share of 


Growth, % 
, ~ .S. Market, 9 
4989-98 1998 1989-1998 | U.S si % 


Business & Professional Services 
Management Consulting 


Computer Services 13.3 274.0 13.2 0.3 
Architecture & Engineering 16.2 110.7 4.5 0.5 
Research & Development 


... aS share of total | fessional service © 
exports, 1998 . 


$0.7 Billion 
7.4% 


$0 7 Billion 
7.4% 


, Architecture & $0.6 Billion 
Engineering 6.3% 


Management 
. Consulting 


Total Business & 
Professional 
Service Exports 

$9.4 Billion 


Research & 
Development 


$1.7 Billion 
11.7% 


Source: Industry Canada compilations based on data from U.S. International Trade Commission, 
DRI and Statistics Canada (exports are based on international services transactions 
receipts) y 
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E-biz could provide exceptional opportunities... 


A significant feature of our new global 
and information-driven environment is the 
growth in e-commerce. 


Canadian e-commerce is growing fast and 
is projected to continue to do so. 


Although e-commerce is still in its 
infancy, we should see it accelerate 
dramatically in importance. 


Canadian e-com tand forecast 


80 
Business to Business 


60 CBusiness to Consumer 


40 


Canadian $ Billion 


| 
| 


2002 2003 


E-biz will impact on a substantial part of everyday activity, 


from retail to trading relationships. 
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...for Canadian business getting on the info-highway... 


The borderless nat 


Canadians are spending a lot at American 
sites. Excluding financial transactions 
and travel-related online purchases, 
Canadian consumers spent 63% of their 
online dollars at U.S. Websites in 1999. 


- And only 26% of Canada's 200 largest 
retailers offered Web-based shopping 
last year, compared with about 50% of 
comparable retailers in the U.S. 


The 


Internet is becoming a strategic priority 
for a growing number of Canadian 
businesses. 
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..and signs are Canadian business is beginning 
to take advantage of e-commerce 


While Canadian companies may have 

dragged their feet in e-commerce, partly 
because they felt the domestic market was gone CousucE 
not large enough to justify the expense, 


they are recognizing the U.S. market 
beckons. 


46 46 


- Indeed, almost half of the online 
shoppers who hit Canadian sites over 


: - 2s | Own personal Internet users 
the holiday period originated from the computer -% of population 


U.S. and another 5% from other % of households 
countries. : 


over the holiday s 


To take advantage of opportunities in 
e-commerce, Canada will need to accelerate 
the transformation of existing businesses and 
foster e-business creation and growth. 


"In Canada a year ago, U.S. companies had 100% of the 
online book business, but today we believe Chapters has 
repatriated 40% of the money that has gone South.” 


Rick Segal, President of Chapters On-Line 
Wall Street Journal, Jan. 31, 2000 


Canadians are alreac ne and potential 


Average monthly 
hours on-line 
at home 
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Opportunities can be found in all regions of the U.S. 


Opportunities extend 
throughout the U.S., reflecting 
the growth and needs of 
individual regional markets. 


Please see: Annex: Opportunities and 
_U.S. Regions for a fuller discussion of 
regional opportunities. 


a U.S. regional m 


= 


Midwest rtheast 


Market size 
$3,245.0 


Market size 
$.499.3 


_dbseoeccncastconcenpeereetectentaneapeutstontencconeeynctettettett i, 


West 


Market size 
$2,.813.8 


Market siz¢ a 
$4 812.4 


Annual growth in 
U.S. regional market, 1989-99 
FY US. regional market, forecast 2000-04 


Note: Dollar figures in USS Billion 


. Source: Industry Canada compilations based on data from 


Statistics Canada and DRI 
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Our exports are strongest to the Midwest... 


14.0% 14.2% 


ses .09 
\y 10.27% 9.9% Market size: $3,325.7 Billion 
Canadian exports: $76.3 Billion 


Midwest South 
f ACC West =—s Average Annual 
: , «Growth, % 
The Midwest is the largest U.S. ~ 
5 : 4 Exports 
destination of Canadian exports 1998, $ Billion Exports 
($76.3 billion in 1998) — and are Ay8a 98 
mostly in traditional areas of strength: Top 5 exports 
especially Autos, but also Oil & Gas ar ela Equipment 55.5 9.3 
i as 7.4 7.0 
and Paper. Paper oF oh 
Primary Metals 5.0 92 


However, the fast-growing markets in 
the Midwest are in "high-knowledge" 
products and services. 


Machinery . 4.8 12.9 
Average Annual Growth 


Demand, 1999 Forecast 


‘ 


Fastest-growing markets USsGilion 1989-59 5000-04 
- This includes business eM faa Pharmaceuticals, Cleansers, Toiletries 43.4 7.4 6.0 
(especially computer processing Business & Prof. Services 347.1 7.6 5.9 
ftw . Electronic Components 34.9 9.5 5.9 
and so are), pharmaceuticals Computer/Office Equipment 36.8 9.7 5.4 
and computer equipment. Health Services 182.5 6.7 48 
Largest "submarkets" 
Insurance Carriers & Agents 88.8 6.1 AS 
— Motor Vehicles TASTE 4.5 Om 
ovides market information on 54 Groups and 249 Computer Processing & Software 67.2 12.7 ie 
. The above market information comes from \ Trucking & Courier Services 61.4 6.6 2m 
ata, and "submarket" information comes from \. Motor Vehicle Parts & Accessories 54.8 a7 35 
rdata. We focus on non-banking Groups and Se 3 
__ Sectors in which there is trade. ree 


Source: Industry Canada compilations based on data from Statistics Canada and DRI 
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..and In the Northeast, high-tech exports have been 
increasing at a fast pace 


Market size: $3,058.6 Billion 


Canadian exports: $47.5 Billion 
th Exports 
Autos also comprise the main Eee 


ng 


share of Canada's exports to the 
Northeast, but exports of 2 
Electrical & Electronics is poised : Midwest South 
to overtake the top position. | 


Top 5 exports 


= In fact, the Northeast market for | Transportation Equipment 
Electrical & Electronics exports _ Electrical & Electronics 
= : F Primary Metals 
is over twice as large as in any Paper 
other region. | Food 


Fastest-growing markets 


The Northeast's markets for high-tech 


i Electronic Components 32.6 8.3 7.0 
products such as Electronic | Business & Prof. Services 347.2 6.5 6.1 
Components, Pharmaceuticals, Pharmaceuticals, Cleansers, Toiletries 47.6 7.0 6.0 
' Computer & Office Equip. 35.0 7.4 55 
Comp ulers and Aerosp ace and Aircraft & Parts 13:7 0.1 54 

Business Services are forecast to 

. : oD tt 
continue to grow fast. | Largest “submarkets 
_ . : Insurance Carriers & Agents 92.8 52 44 
DRI provides market information on 54 Groups and 249 : 

Sectors. The above market information comes from Computer Processing & Software ik 12.1 8.0 
_ Group data, and "submarket” information comes from _ | Motor Vehicles 3.3 3.0 
Sector data. We focus on non-banking Groups and . . Advertising 47.9 4.3 4 “ 
Sectors in which there is trade. \_ Trucking & Courier Services a 4.8 = 
M-14 


Source: Industry Canada compilations based on data from Statistics Canada and DRI 
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Canada's exports have risen quickly to the fast-growing South 


i 


3 \f Market size: $4,502.9 Billion 
: Canadian exports: $29.6 Billion 


The South led all U.S. regions in 
recent market growth. And while the 
South comprises the smallest share of, 
Canada's exports to the U.S., our 2 
exports are rising rapidly (14.0% 
annually, second only to the West's 
14.2%). 


Autos and Aerospace are among our 
key exports, but the greatest 
opportunities are once again in 
business services, electronic 
components and computers. 


Rising demand for semiconductors, 


computer processing and aerospace 
top the South's market forecast. 


_ DRI provides market information on 54 Groups and 249 
Sectors. The above market information comes from _ 
Group data, and "submarket" information comes from 
Sector data. We focus on non-banking Groups and . 
~—-- —_. Sectors in which there Is trade. _ 


Source: Industry Canada compilations based on data from Statistics Canada and DRI 
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Export opportunities will be particularly strong in the West 


Market size: $2,629.7 Billion 
14.0% 14.2% Canadian exports: $25.6 Billion 


The West is forecast to overtake the r | sia 
South and lead the U.S. in market 


Midwest South 
g rowth . Northeast West 
3 oa 
| 
i 


To some degree, exports to the West 
reflect the structure of the Western 
Canadian economy, with Oil & Gas | 
exports occupying a relatively important | 

share Autos & Other Transportation Equip 
: Oil & Gas 


Electrical & Electronics 
- But Computers are among our top5 eas 


exports, as are Aerospace exports. 


Fastest-growi ket 
The West's future is being built on a modern mabe Hed UME i) 


infrastructure that in addition to the type of | Electronic Compenents 
exports we presently deliver, requires even Computer & Office Equip. 


greater amounts of higher knowledge ff Business & Prof. Services 
Pharmaceuticals, Cleansers, Toiletries 


Primary Nonferrous Metals 


goods and services. The West's market 
forecast highlights growing demand for §& 
Electronic Components, Computers, | Largest “submarkets" 


Insurance Carriers & Agents 
Motor Vehicles 
Computer Processing & Software 


_ ‘ Advertising 
DRI provides market information on 54 Groups and 249 Sectors. Trucking & Courier Services 
The above market information comes from Group data, and 
“submarket” information comes from Sector data. We focus on 
non-banking Groups and Sectors in which there is trade. 


Business Services and Pharmaceuticals. 


Source: Industry Canada compilations based on data from Statistics Canada and DRI 
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Canadian export of services... 


The U.S. markets for services are large and U.S. service nace 


growing. International travel and a variety _ — 
of other services exports have grown — Eom | ae a 
greatly. joe Exports US Market 


US$ Billion i 1989-98 


- The value of Canadian service exports 
to the U.S. are highest in travel services 
and in land transportation (which 
includes trucking). * 


Commercial — 


Communication _ 
- But Insurance and R&D exports are also insuience 
significant. Oinet Financial 
Computer & Information 
The fastest growing areas of Canada's Equipment Rentals 
i a Management 
exports of services to the U.S. include Advertising 
~ e . R&D 
several knowledge services — including Archieciuie & Enginaerng 


Miscellaneous Business 


Architecture & Engineering, R&D, and 
Computer & Information. 


Personal, Cultural & Recreation 


Source: Industry Canada compilations based on data from DRI and 
Statistics Canada (international services transactions receipts) 


_ * It must be noted that many service industries face rules and 
regulations which may limit the potential market in the U.S. 
_ _ whichis available. 
. th Trade information is generally available for merchandise 
trade. However, service industries are growing 
tremendously in importance. For information on services 
exports we rely on data on Canada’s international services 


: transactions receipts to the U.S. (U.S. regional break-outs 
Information, Management and R&D. are not available) 


The fastest growing U.S. service markets 
are in knowledge areas — Computer & 
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... show great potential in all regions of the U.S. market 


The forecast is for continued strong 
growth in knowledge services like 
R&D, Management and Computer 
Services across all regions of the U.S. 


Canada must capitalize on the growth 
potential of services exports. 


The forecast areas of high growth in the 
U.S. service markets are in knowledge 


areas — and growth potential, while high 


in the South and West regions of the U.S. 
is also significant in other regions. 


Growth of U.S. regio! 


Market Market Market 


Communication : 


“Insurance 
_ Other Financial — 


Computer & Information — 


Equipment Rentals 
Management 
Advertising 


R&D 


Architecture & Engineering 
Miscellaneous Business 


* Personal, Cultural & Recreation . 191.3 


Market 


Source: Industry Canada compilations based on data from DRI and 
Statistics Canada (international service transactions receipts) 
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The West and South are forecast to have the quickest-growing 
import markets for Canadian products and services! 


As Canada's economic relations with 
the U.S. grows, and industry exports 
expand beyond principal or traditional | Principal markets: 

U.S. regional markets, we should see : Which markets are forecast to grow more quickly? 
"secondary" markets continuing to “ 
grow quickly. 


And while the largest markets of most 
industry exports are in the Midwest 
and Northeast, markets in the South ues 

_ Rubber if 
and West are forecast to have faster Mates 
growth. -— 


_SmallAppliances 

_ Communication & Electronics 
Office/Business Machines 
Electrical Industrial Equip 


Many of industries’ biggest 

opportunities, in terms of growth and 

value, are in geographic markets that 
are nearby — in the Northeast or 


Scientific Instruments 
Pharmaceuticals 
Computer Services 
Management Consulting 


Midwest. But much promise lies in 
the West and South. 


Source: Industry Canada compilations based on data from DRI 
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How can we take better advantage 
of our opportunities in the U.S.? 
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Taking full advantage of opportunities... 


Opportunities are there: 
- But how to take advantage? 


- And which ones will be most 
important to our future? 


It is necessary to realize, firstly, that 
we need to take advantage of 


opportunities, and to do so requires 
some readiness on the part of 
business 


more outward-looking 


— with more firms and 
industries looking beyond 
our borders 


..more forward-looking — 
engaging in high-productivity 
activities including new & 
emerging goods/services 


— 


ieee Rie 


... begins by recognizing Canadian business cannot stand pat... 


For many firms who are first-evers and 
new-to-market when it comes to exporting: 


- They will find they cannot afford to be just 
“almost as good" as their competitors in 
U.S. markets — for sustainable success 
they must continuously find ways to be 
better. 


For firms linked to MNCs: 


- They will need to make corporate 
decision-makers notice the abilities and 
merits of Canadian operations versus 
competing operations 


.. pursue firm-level 
advantages that may 
involve developing new 
: i co export niches 
The world is changing, requiring a 
forward-looking and global outlook on 
the part of business, and new ways of 


p sf 


: new and emerging 
doing business. Without these, Canada's activities _ 


existing in-roads may erode over time. 
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..and by realizing there is no "status quo" option... 


U.S. market growt 


Canada's export expansion into U.S. . 4.5% 
markets in recent years has benefitted : . Vy 
tremendously from a buoyant U.S. pecs 
marketplace. 


But the U.S. economy is forecast to 
slow slightly, which will lead to 
stronger competition in U.S. markets. 
[-] 1989-99 
This will especially be true in Lil 2000-4 eres 
non-resource areas, where Canada 
does not have industry-level 
comparative advantages. 


Furniture & Fixtures pay G a 


Metals (Primary & Fab.) Ne 
Lachine, — 


- In these areas, Canada will need to 
rely on firm-level advantages — 
based on innovative practices and 


highly productive and unique : Autos & Parts 
processes and products/services Electrical secon —— a 


for success. Small Household Appliances fe 


Scientific & Controlling Instruments pg y 


Business & Professional Services AIRE: 


Source: Industry Canada compilations based on data from N-3 
Statistics Canada and DRI 
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.. father, competition will be intensifying... 


Other countries’ businesses are 
making rapid in-roads, especially in 
more value-added portions, including 
in Canada's traditional export markets. 


For instance, even though Canada's 
exports to the U.S. are increasing, 
exports from Mexico and China are 
generally growing much more quickly, 
and particularly fast in segments 
requiring greater processing. 


There are rumblings on the horizon 
that attest to the emerging export 


strength of competitors which 
could threaten our current position 
in U.S. markets. 


Annual growth, 
1989-98 
@™ Canada 


{"] Mexico 
E@ China 


Source: U.S. International Trade Commission 
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.. threatening our current "edges"... 


What we might also consider as current z _ 
factors behind Canada's recent success Commodity prices adian dollar 
in U.S. markets, such as having the U.S. : e 
as a next-door neighbour and having a 
lower dollar, are losing impact. 


- Globalization and the information 
revolution result in Canada losing 
some relative advantages from 
proximity. It is easier for other 
countries to learn about and access 
the U.S. marketplace. 


- As well, our dollar is strengthening. 


The Canadian dollar is _ Forecast 
strongly tied to commodity § 
prices, which have been anh Nea 


recently nsing a 74 Commodity 

Prices 

The stronger dollar is 
also a reflection of 70 


improved unit labour 68 


95 96 97 
Source: Statistics Canada 


costs and continuing low 
inflation. The forecast is Been or 
for further strengthening. 
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..even in Canada's traditionally-strong export pursuits 


esources* 


Our share of U.S. 
imports 


Resources remain a strong export 
sector. But they comprise a declining 
share of the total U.S. market. 


Agriculture 


This means Canadian industry must 


move into more value-added, and : a 
knowledge-intensive segments. nas, i Sak A ema a 


However, foreign exporters are also More value-added resource-based activities 
moving up the value-added ladder. 


% of U.S. Imports ie % of U.S. Imports 


14.6 Food & Beverage Zor 
66.0 Wood 70.9 
as Paper 68.5 
14.1 Refined Petroleum 19.4 
31.0 Primary Metals 26.1 
13.8 Non-Metallic Minerals 14.1 


The future lies in moving up the 


value-added ladder. 


* Also includes Logging and Fishing & Trapping 
Source: U.S. International Trade Commission 
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Indeed, the world is changing, 


requiring the pursuit of new "essentials" for business Success... 


The future will be with countries with 
businesses that attest to speed, quality, 
better product features and better 
processes — the new "essentials" for 
business success. 


These new "essentials" transcend resource 
endowments and the benefits of proximity. 
Rather they place a premium on ideas and 
innovation, and their beneficial impact on 
productivity to sustain business success. 


Canada trails in R& and productivity 


@m Average R&D Intensity (1989-98* 
_1 Average Productivity (1989-97) 


US 


_ Germany 4 


* 1997 is most recent year available for Japan and the U.K. 
Source: Industry Canada compilations based on data from the OECD 
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...by forward-looking and outward-looking firms and industries 
that focus on being more innovative 


Leading industries 


Firms in forward-looking industries are 


se cepec oats 


Relative 


always looking for new ways to make, i . prin fart Outward 
5 eS : . spendingto | : pea 
customize and add more value to their i rr—~—~—r—C vauiestded | ee 


products and services. 


And it is vitally important to be 
outward-looking, because 
forward-looking firms need large markets 
to undercut the high costs associated 
with R&D and other expenses linked to 
knowledge activities, and to better reap 
the benefits of specialization and 
economies of scale. 


In many countries, the leading R&D 


industries tend to show above 
average outward orientation. 
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Some of our exports reflect higher-than-U.S. productivity... 


In many of our traditional export 
areas, Canada is more productive 
than the U.S. 


- Plus, Canada is as productive as 
the U.S. in the important 
Transportation Equipment sector. 


But in most industries, and across 


all aggregate sectors, Canada lags 
badly behind the U.S. 


Canada's share of the U.S. market is 


relatively high in many areas in which 
Canada is relatively more productive. 


Relative Productivi 


an Industries, 1996 


Relative Trade Jel 


Labour Balance 
Productivity 1998 Share of 
Billions) Market 


Primary Metals 


Paper 
Lumber & Wood 18 ” Gotrelation 
Transportation Equipment 104  __ between 
Stone, Clay & Glass n/a Way productivity 
Rubber & Plastics -0.6 32 ae 
Furniture & Fixtures ous 53 
Food & Beverage 12 ’ yA 
Chemicals 58 2.9 || Trade Share of 
Textile Mill Products 1.4 eoace Market 
Tobacco Oe: 9 
Misc. Manufacturing ub {| 2 a 0 : —— 
Leather 06: ni ae 
Fabricated Metals re 1.8 | sa wt coe 
Apparel & Other Textile 15 Aoaes ee Se 
Printing & Publishing 16 0.5 | (100% is perfect 
Petroleum Refining 6 15 <2 aa : 
Machinery (excl. Electrical) 2.8 
Electrical & Electronics rome) 24 
Total Manufacturing | is 35 
0 20 40 60 80 100120140 
* GDP per worker 
Source: Industry Canada compilations based on Centre for the Study of / 
. Living Standards database and DRI Re 
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..and Canada's growing success in niche markets... 


Success in many niche markets reflects 
the efforts of individual firms and 
particular sub-industries. 


These efforts must be sustained for 
firms to remain competitive and to 
successfully evolve with markets. 
Otherwise, firms have a natural tendency 
to "slip down the business food chain". 


Select industry niche ex, =i ecial segments 


US$ Annual Us$ Annual Our Share of : 


Million Growth Billion Growth | U.S. Market* | 


4999 1989-1999 1998 


syessosscucsuecal ie Ss 


Rubber & Plastics © 


Commercial Services 10.8 7,105.4 
Transportation Services 8.1 804.4 


Other 


* It must be noted that many exports face rules and regulations which may limit 
the potential market in the U.S. which is available. 

Source: Industry Canada compilations based on data from DRI, 
U.S International Trade Commission and Statistics Canada 
(merchandise exports for office furniture and international services 
transactions receipts) 


N-10 


= 


ib i 


+ 

= A 

7 
o 


2lekiein ofoin ww 


q 
‘ 
= 


4 
* 7 
bisa. 


n * 


fade * 


Ks Pay , 


7 ; 4) Sia fi . 5 a ™ mn 
P i gee j i en a just AY es) f ae: 45 
; wy ae , 2% iy 7 7 


m Rae al De » 


...but we are not successful in leveraging some key industries... 


Two fastest productiv h sectors in the 


U.S. 


The U.S. economy's enviable productivity 
performance has been driven by two 
computer-related sectors — Electronics & 
Electric Equipment, and advanced 
Industrial Machinery. 


- These two sectors outpaced their : 
Canadian counterparts by more than EP OrOrics Serer 
d Electric Equipment F 
three times. Lae | 
Industrial Machinery 


- During the last decade, the share of % per year 


these two manufacturing sectors in the Source: Centre for the Study of Living Standards 
U.S. doubled — while Canada's share ae | ees, 
increased only marginally. Faster labour productivity growth in the U.S. has been the subject of 


much current attention. A recent study shows that (total factor) 

productivity In these two industries has been growing much more 
quickly in the U.S. Between 1979 and 1995, they contributed to only 
17% of Canada's manufacturing productivity growth, while in the U.S 
The U.S. is better at riding the technological they contributed 57%. Indeed, the performance of these two 

wave to growth — its industrial structure “industries of the future" explains over 90% of the productivity growth 
shifting much more quickly than Canada's — gap between Canada and the U.S. (Wulong Gu and Mun S. Ho,A 

towards dynamic, high growth, high Comparison of Productivity Growth Hp MONTE IDSS Se Canada 
productivity industries. and the U.S., 1961-95, January 2000). 
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..that may be vital to our future 


U.S. market growth, 1989 i] 


Market Size sal 
$US Billion Market Exports Exports 


Many of the high-tech or 
high-knowledge markets in the U.S. 
and U.S. imports from the world 
have grown faster than Canadian 
exports. 


12.0 


Source: Industry Canada compilations based on data from Statistics 
Canada and the Centre for the Study of Living Standards 


In areas of Computer processing, 
and electronic equipment , Canadian 
exports are not keeping up with 


A basic challenge for Canadian businesses in 
high-tech and high-knowledge areas is to be more 
competitive than their U.S. counterparts and 
foreign competitors. 


U.S. market growth nor with 
foreign competitors. 
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Indeed, the future bodes well for these industries 


Forecasts indicate that the most 
dynamic U.S. markets will include 
many of the same sectors which 
experienced strong growth over the 
last decade — and which reflect many 
high value-added and 
knowledge-intensive activities. 


Our future will increasingly depend on 


taking advantage of opportunities in 
faster-growing high-knowledge markets. 


U.S. market growth foreca 
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Still, even our present exports have intricately-important links 
that stimulate knowledge-use in other domestic sectors... 


The links betwee 


and domestic ind 


nowledge jobs/investment per $1 Billion increase in export sales to the U.S. 


K 


Our exporting industries' R&D and 
innovation benefit other sectors by 
generating new products and processes oe 
that can be used to enhance productivity | Eee 
elsewhere. 
y163 


Knowledge Total Knowledge Inputs = - 
: Workers Workers (Machinery & Equipment) 


Many industries that export to the U.S. 


have stronger than average links to 
Canada's knowledge-based economy. 
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... especially our higher-knowledge exports... 


Hourly compen: 


Hourly Wage* 


Wy Average hourly : 

: ; 17 compensation directly i 

Average hourly pay associated with and indirectly related 
15 to exports : 


exports is relatively high. 


Average hourly 


f 11 i 

Export growth also creates a derived NNN agli pebisl 
ae 9 Business Sector 

demand for domestic inputs, many of ; 
which are knowledge-based. ico ieee 1998 


- Nominal dollars 


Consequently, Canada's export growth 
is not only helping to generate many 
good jobs in exports, but is playing a 
major role in promoting the expansion 
of other industries that raise the 
knowledge-intensity of the economy. 


industries 
Pet 31 Billion increase | in export sales “to the US. - 
Knowledge Jobs Gieated 


Indirect Direct 


Canada $ « oxports contribute to the 6 growth of many knowledge 
___ industries which are critical to the rate of knowledge adoption 
and technological progress in the economy as a whole — and 
. assist Canada i in our transition to a more knowledge- -based 
aks porwar aor nd economy. 
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... which add to our present well-being... 


Growth in select 


While the U.S. is a leading market for 


many new products and services, Fe erik Eauianort AGAR, 
world markets for high-tech and eit satel 
high-knowledge products and services | 

are also growing quickly — and are Index, 1989=100 


- 200 
potentially much larger markets. ag 
160 
140 
120 

100 

If Canada does well in U.S. markets and _ 
earns recognition, our firms will be 


well-placed to take advantage of 
global opportunities. 


* US$ Billion, World Demand excludes U.S. and Canada 
Source: DRI and WEFA 


..and help position us for future prosperity 
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Opportunities are there! ... 


Or globalization, the information revolution and the rising importance of 
knowledge-based activities, business must, more than ever, pounce on opportunities. 
And as the world's largest, richest, most dynamic and technologically-advanced 
market, the U.S. provides an abundance. 


This raises two questions: 


How well are we doing? 


Canada has had recent success in expanding exports to the U.S. — but: Canada's 
recent successes are still small relative to the size of the market, and times may 
become increasingly competitive. The world that Canada confronts in this new 
millennium will be the most economically competitive in history, and Canada 
will have to energetically pursue U.S. markets to both maintain present 
in-roads, and to take full advantage of new opportunities. 


And can we do better — can we better maximize our opportunities? 


Yes — but: taking better advantage of opportunities means expanding 
Canada's exports to a wider range of activities, including products and 
services that could be particularly important for our future prosperity. It 
also means recognizing the importance of regional markets, and the need 
to broaden individual industry exports to markets throughout the whole of the U.S. 
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..but how can Canada take better advantage of opportunities? 


To take better advantage of opportunities in the U.S., Canada must build on traditional 
comparative advantages. Nowadays, there is increased importance on inventiveness, 
productivity, quickness and the general ability to take advantage of opportunities, especially in 
more value-added and knowledge-intensive activities. Indeed, these are now crucial to 
sustainable competitive success in all industries — and especially in those which will be most 
important to Canada's future. 


Which opportunities will be most important to Canada's future? 


While Canada must continue to pursue opportunities in traditional areas such as resources, it is 
‘also crucial that Canada also seek opportunities in new niche and emerging areas that involve 
greater or higher value-added activities. Opportunities exist across all industries, but high-tech 
industrial equipment and high-knowledge services are especially associated with future prosperity. 


However, success in niche and emerging areas entails developing firm-level competitive 
advantages that can complement traditional industry comparative advantages. It also requires 
some readiness on the part of Canadian business, to be outward and forward-looking, and to take 
steps to be more innovative and productive. 


These do not come without the need to address some serious challenges. 


. ‘in the | next issue ot the Micro: Ecanoinic Monitor. we will feature Canada’ s Growing Economic 
_ Relations with the United States: Part 3 — "Turning Challenges into Strengths". 


tt will look ai shecial erallenges in pursuit of these opportunities. that include breaking into the US. 


market, and maximizing opportunities from knowledge flows — in capital, people and ideas. 
Also, it will examine some special considerations, such as Canadian regional concerns — for 
instance, where in the US do our regions export; what are their key exports; 
and how these exports are changing. 
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Opportunities can be found throughout the U.S. ... 


Opportunities exist throughout the U.S.* 


- To take better advantage of these, we 
must recognize the unique potential 
that each U.S. region holds. 


Our links are. 
states, but the 


growing faste 


This annex focuses on merchandise exports. For 
additional information on service exports, please see 
_ slides M-17 to M-19. 


U.S. market opport 


Source: Industry Canada compilations based on data from 
Statistics Canada and DRI 
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...beginning with our key markets in the U.S. Midwest... 


Ex; nts 
Annual growth, 1989-98 
is 


14.2% 14.0) 


10.5% 9.9% 


a 


Midwest West 
Northeast South: Average Annual Growth, % 


Exports Exports U.S. Output 
1998, $ Billion 1989-98 1989-97 


Canada's largest exports are still to 
the U.S. Midwest. Our exports in 
recent years have been growing in 
excess of 10% per year. 


‘ 


Top 5 exports 


chemicals, fabricated metals, plastics 
and furniture. 


i 
___ Transportation Equipment 555 93 37 
- i Oil & Gas f 
- Canada's exports to the Midwest ae ie He a 
fall mostly under traditional areas =——_—~Primary Metals 5.0 9.2 2.1 
° i hi 

of strength, such as Transportation | “ane 4.8 12.9 28. 
. . j ; 
Equipment, Oil& Gas and Paper. | Next /0 | 
i Chemicals 4.5 11.6 6:7an 
Wood 4.4 17.8 48 
i i Electrica! & Electronics 3.4 13.0 3.0 | 
However, growing export ahi | Fabricated Metals 2.8 14.5 5.1 
include Electrical & Electronics and | Plastics & Rubber 2.3 16.7 6.5 
; i i Food 2.1 19.6 4.0 | 
resource-based industries such as i Agriculture & Fishing & Logging 2.1 14.4 2:3 
food and wood, as well as higher | Furniture & Fixtures 2.0 13.9 6.2 | 
A eorid : Non-Metallic Minerals er Ware at 
value-added activities such as | Petroleum & Coal Products 1.2 7.8 O01 | 


Source: Industry Canada compilations based on data from Statistics Canada and the U.S. 
Dept. of Commerce 
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...where auto exports dominate... 


The integrated North American auto 
industry has been an important impetus 
to Canada's large auto exports to the 
U.S. auto hotbed of Michigan. 


As the U.S. industrial heartland, the 
Midwest imports energy, paper 
products, and miscellaneous machinery 
and equipment, as well as primary 
metals and wood. 


But other exports are making a mark, 
including consumer items such as 
clothing, soft drinks and 
pharmaceuticals. 


Canadian auto to the Midwest 
out-numbe 


Our exports to the Midwe t d sub-activity 


Average Annual 
Top 5 export Exports, Growth, % 


sub-activities GEERT Exports 


Motor Vehicles 39.6 10.5 


Motor Vehicle Parts 12.6 55 
Crude Petroleum 7.4 7.0 
Pulp & Paper 4.1 2.1 
Misc. Machinery & Equipment 4.0 ibeyr2 


Fastest growing export sub-activities 
Value 


1998. $ Million 


Boatbuilding & Repair 54.8% 176.6 

Soft Drink 50.2% 85.1 

Children's Clothing / 50.0% 35.1 

Other Transportation 48.6% 279.5 
Equipment 


Pharmaceuticals 43.3% 347.3 


Source: Industry Canada compilations based on data from Statistics Canada 


Auto Parts P-3 
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...but high-knowledge markets are growing quickly... 


The Midwest's market is expected to 
show continuing strength. 


However, the biggest and fastest 
growing areas will be in 
“higher-knowledge" areas. 


That is, there will be particularly 
strong demand for such advanced 
and "new economy" products and 
services as pharmaceuticals, _ 
business services and computer 
equipment. 


DRI provides market information on 55 Groups and 246 Sectors. 
The above market information comes from Group data. We focus 
en non-banking Groups in which there is likely considerable trade. 


The Midwest's mark 


4 Lg es 


Annual growth, 
2000-04 


Top 5* 

markets Demand, 1999 

(by growth) US$ Billion 

Pharmaceutical, Cleansers & Toiletries 43.4 74 6.0 

| Electronic Components 34.9 9.5 5.9 
| Business & Prof. Services 347.1 76 59 
| Computer/Office Equipment 36.8 9.7 5.4 
| Health Services 182.5 6.7 48 
Next 5 
| Audio, Video & Commun. Equip. 28.1 6.5 4.8 
| Primary Nonferrous Metals 32.2 0.9 4.7 
Aircraft & Parts 16.0 2.2 4.7 
| Furniture & Fixtures 18.2 4.5 4.4 
\, Plastic & Synthetic Materials 16.4 2.3 3.8 


‘Primary Ferrous Metals 48.0 1.8 3a 


Regional markets and forecast growth 


. 1999 and Annual Growth 2000-04 Markets associated with 

»., key Canadian exports: 
\--i Autos & Parts 

"$354 \ + Oil& Gas 

Noein aeaiaMnae : Paper 


Select high-knowledge .“ _-" $644 
i ape ae % 

eee markets: A 

Pharmaceutical, Cleansers. 

: & Toiletries ; 


oe 4 Primary Metals 
Business & Prof. Services | Machines 
| Electronic Components & : 
ES ‘ ‘ h: 3.2% 
Computer/Office Expected Growth: 3.2 
Equipment Other 


\ Health Services ; ey, 
Expected Growth: 5.6% TENTS, 


* Ranked by forecast growth rate from 2000-04. 
Source: Industry Canada compilations based on data from DRI 
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...aS the region's forecast includes the "new economy"... 


The largest increases are expected 
in computer processing & software, 
management consulting and 
pharmaceuticals. 


Imports are expected to play a big 
role in helping to fulfil U.S. demand 
in its key market growth areas. It 
would be to Canada's advantage to 
position itself to provide many of 
these imports. 


Canada need it fast-growing 
market segment U.S. economy that 


will open thems rising imports. 


DRI provides market information on 55 Groups and 246 Sectors. The 
above "submarket" information comes from Sector data. We focus on 
non-banking Sectors in which there is likely considerable trade. 
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‘Motor Vehicles $71.7 4.5 


‘Computer Process./Software $67.2 12.7 
'Trucking/Courier Svc's $61.4 6.6 
:Motor Vehicle Parts $54.8 2.7 


Average Annual Growth 


Key 


US$ Billion | 


‘Misc. Plastics $36.3 5.0 


Fastest growing "submarkets" 


2000-2004 1999, 
US$ Billion 


Computer Processing 


e comware 7.7% 67.2 

Pharmaceuticals 7.0% 31.6 

| Management & Consulting 6.8% 34.3 

| Radio & TV Broadcasting & 6.7% 10.2 
Communication Equip 

Aircraft | 6.4% 8.2 


Note: Submarkets of at least US$ 5 Billion 


Imports 
Le 


"“submarkets" ¥ 


5.7 


“Source: Industry Canada compilations based on data from DRI 
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..and man y additional promising areas for exports 


H 


Averdde sundae a Vv Average Annual Growth 
Demand Demand Imports eth Dene iad 
ay iS Presence baad ®. 
i 1999 A 1989-99 
USSB 1989-99 ‘, 
: Apparel from Purch. Material | 24.7 4.3 3:1 §.0 
8 Petro Refining & Related Prods Plastic Materials & Resins 14.1 2.5 4.1 5.9 ° 
‘ Crude Petroleum & Natural Gas Toys & Sporting Goods 7.5 6.6 4.8 5.5 
| 4 Aluminum | Office Furniture 65 48 6563 93 -¢ 
Conerete & Gypsum j Toilet Preparations 57 34 8693.6 59 
_ Paints & Allied - 4 
11d 63 Non-Alcoholic Be Printing & Publishing ** [Si7ees6 925 gs87 « 
10.3 5.0 2.4 gr tYIFISh. Services Engineering & Architecture | 26.1 4.9 3.8 41 ( i 
6.0 2.0 2.6 Pr Communication Equipment Pala. Ce 5.7 9.1 ® 
i - Meas./Control Instruments 64 5.0 et 5.4 % 


i 


DRI provides market information on 55 Groups and 246 Sectors. The Please see Slide M-3 for descriptions of 
above “submarket” information comes from Sector data. We focus on _ Traditional, Value-added Traditional, Niche 
_hon-banking Sectors in which there is likely considerable trade. and New & Emerging 


Our Presence* 
@ High @ Above Avg *Average ©Low 
Only national info available, see slide M-17 


* The benchmark value is the share of total Canadian exports in total U.S. market demand (1.5%). 


*« Reflect new developments in financial and media industries 
Source: Industry Canada compilations based on data from DRI 
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In the Northeast... 


Re 


Annual growth_1989-98 
14.2% 14.0% Average Annual Growth, % 
: ia Exports Exports U bys 
Autos & Other Transportation | LE IL. 1998, § Billion | 1989-98 4989.97 
Equipment account for the largest Northeast South : 
share of our exports to the | 


Northeast. 


However, a burgeoning Electrical & 
Electronics sector is poised to 
overtake that position. In fact, the 


| “Next 16 | 
Northeast market for Electrical & bees Ae at 
Electronics exports is over twice as | Oil & Gas 3.1 15.0 11.2 | 
p p ' Chemicals 2.9 13.8 5.6 
large as in any other region. Machinery Ap ante oe 
Fabricated Metals 1.7 10.8 3.3 
Petroleum & Coal Products 1.6 2.6 6.7 
Furniture & Fixtures 1.5 18.8 1.4 
Plastics & Rubber 1.4 14.9 4.9 
Clothing 1.3 23.6 -0.1 
Non-Metallic Minerals 0.8 8.3 5.0 


Source: Industry Canada compilations based on data from Statistics Canada 
and the U.S. Dept. of Commerce 
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...our high-tech exports are growing fast... 


: Our exports to the North led sub-activity 


Average Annual 
Top 5 export Exports, Growth, % 


sub-activities 1998 $ Billion Exports 


While resource-based industries such 
as primary metals, paper & food 
products continue to be an important 
anchor of our export base, new 


Motor Vehicles 


strengths are emerging in areas of high Communication & Electronics 6.2 18.6 

Non-Ferrous Smelting & Refining §.2 6.1 

value-added content, such as Pulp & Paper 4.6 3.7 
i i | Crude Oil & Natural Gas 3.1 15.0 | 
pharmaceuticals & clothing. | Office/Store/Business Machines 2.8 14.8 } 


Within key contributing segments of 

the Electrical & Electronics sector, racine et eb chit 
sees , ; astest growing export sub-activities 

Communication & Electronics comprise | ee 

approximately 50% of exports. 1998, $ Million 

4 i Men's and Boys’ Clothing 2 

These exports are outpacing the growth 

in demand for Oil & Gas, and are twice Jewellery & Precious Metal 

as large in value. 

Pharmaceutical & Medicine 


Soap & Cleaning Compounds 


Paper Box & Bag 


Communicat 


Source: Industry Canada compilations based on data from Statistics Canada 
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...eflecting brisk demand for knowledge activities... 
_ The Northeast's m 


Demand for Electronic Components 
and other knowledge goods and 
services is growing faster than for any 
other sector — and considerably faster 
than the regional average. 


While our exports still largely reflect 
the strength of our auto sector and 
many resource-based activities, their 
markets and market growth will be 
smaller than for high-knowledge 
products and services. 


the markets C 


increasingly ba 
activities, 
lower. 


DRI provides market information on 55 Groups and 246 Sectors. 
The above market information comes from Group data. We focus 
on non-banking Groups in which there is likely considerable trade. 


Annual growth, 
2000-04 


markets Demand, 1999 | 

(by growth) US$ Billion 
_ Electronic Components 32.6 8.3 70 
_ Business & Prof. Services 347.2 6.6 62 
| Pharmaceutical, Cleansers & Toiletries 47.6 7.0 6.1 
' Computer & Office Equip. 35.0 7.4 9.5 
| Aircraft & Parts 13.7 0.1 64 
Next 5 
_ Audio, Video & Commun. Equip. 26.4 5.9 4.8 
_ Primary Nonferrous Metals 16.3 16 4.4 
| Furniture & Fixtures 15.8 3.8 44 
_ Lumber & Wood 21.5 3.0 3.7 


\Fabricated Metals 39.2 1.7 3.5 


Regional markets and forecast growth 


1399 and Annual Growth 2000-04 Sea Markets associated with 


; yo : .. key Canadian exports: 
Select high-knowledge | ; gare 
f aa Autos & Parts 
markets: _ a C— % $266 \ | Primary Metals 
( Electronic Components }/ - | Paper 
[Business & Prof. Services. j | Food & Kindred 
Pharmaceutical, Cleansers ' : 
& Toiletries i 
i Computer & Office Equip. 
\__ Aircraft & Parts } 


Expected Growth: 6. 1% 


Expetied Giowth: 2.7% 


Other 


Expected Growth: 3.7% 


* Ranked by forecast growth rate from 2000-04. 
Source: Industry Canada compilations based on data from DRI 
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.. particularly in knowledge services... 


ubmarkets” 


Average Annual Growth 


Demand 


Demand Imports 
Key ory en 
“submarkets” 4999 Be me 

1989-99 


Sal 
US$ Billion 2000-04 


| fens eee ee eT 
_ Motor Vehicles 69.9 3.3 3.0 4.4 
j | Trucking/Courier Svc's 44.2 4.8 2.2 2.9 i 
Knowledge AAAS have made _ Pharmaceuticals 31.9 9.6 7.0 10.3 
strong in-roads in the Northeast. | Management/Consulting _ 30. 2 7.0 6.9 7.0 ; i 


ee 
: 


Computer processing and software 


is both the largest and the _ Fastest growing "submarkets" 

AD : 2000-2004 9, 
fastest-growing submarket in the US$ Billion 
region. 


Semiconductors 8.1% 17.8 11.3 


Computer Processing L 


0, 
& Software | 8.0% 73.4 uh 0 


Pharmaceuticals 7.0% 35.3 10.3 


Canada must n up on traditional | Management & Consultin 
; st also consider | as 

ways of exploitin d rise in high-tech Radio Be ecadcastng 5 6.7% 9.4 122.7 
and knowled indservices. Sl er ) | 

: : \ _ Note: Submarkets of at least US$ 5 Billion 
“Source: _Industry Canada compilations based on data from DRI 


6.9% 33.4 704 


| DRI provides market information on 55 Groups and 246 Sectors. The 


S above "submarket" information comes from Sector data. We focus on 
/ /hon- -banking Sectors in which there is likely considerable trade. 
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...but other market opportunities are also available __ 


Average Annual Growth - 
Demand Imports Our 


Demand 


Average Annual Growth 
Demand Imports 


Presence 


Petro Refining & Related Prods 
Crude Petroleum & Natural hae 
Aluminum 

Concrete & Gypsum 


Apparel from Pur. Material 
Toys/Sporting Goods 
Household Furniture 
Plastic Materials/Resins 
Toilet Preparations 


_ Nor “Alcoholic Beversnes New & Emerging 
. \gri/Forestry/Fish. Services. 

pores Preparations 
Printing & Publishing ** | 57.4 LT Pa 5.6 
Communication Equipment » 19.5 8.1 LTA 9.1 


DRI provides market information on 55 Groups and 246 Sectors. The Please see Slide M-3 for descriptions of 
above “submarket” information comes from Sector data. We focus on Traditional, Value-added Traditional, Niche 
non-banking Sectors in which there is likely considerable trade. and New & Emerging 


Our Presence” 
® High e® Above Avg «Average ©Low 
Only national info available, see slide M-17 


* The benchmark value is the share of total Canadian exports in total U.S. market demand (1.5%). 


** Reflect new developments in financial and media industries 
Source: Industry Canada compilations based on data from DRI 
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In the South, strong growth has created export opportunities... 


Average Annual Growth, % 


Exports Exports U.S. Output 
1998, $ Billion | 1989-98 1989-97 


The South is expected to 
experience strong market growth. 


Our major exports to the South 
include Autos & Other 
Transportation Equipment, 
Electrical & Electronics, and Wood. 


Opportunities v abundant in 
booming 


demand for 


wan weigh) Pe oe 


he 
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...1n areas Such as in aerospace... 


Our exports to the South : 


Average Annual 
Exports, Growth, % 
1998 $ Billion Exports 


Among high-volume exports, notable 


sectors include Aircraft & Aircraft a SAO 


Parts, Miscellaneous Machinery & ‘. Aircraft & Aircraft Parts 
: “ Misc. Machinery & Equip. 
Equipment, Communication & Other Sawmill, Planing & Shingle Mill 


Electronics, and building products Ee Re ack CO 
exports involving wood. 


A booming economy has also _ 
supported consumer demand for _Nalue | 
emerging export sectors such as : Pek: 
clothing, fabric, and soft drinks. 


The South has i large importer 
Ligh-technology 


ospace and 
miscellai nachinery. 


pk 


ana gioitav sede 

fy Aros. 2 Neri sh 

qhopt & yrericaadt atte 

‘00 og ypvetedt. a Gyerbriles ena 

vir bisa ve s raahencetvreTia® 


..and in electronic and computer equipment... 


38% 4.0% 


High-technology equipment growth 


has been strongest here. This Average Annual Growth 


includes the growth in demand for tee x x 
Electronic Components and US$ Billion 1989-99 
Computers, and for Business J Electronic Components 52.8 13.2 85 
Services. ; Pharmaceutical, Cleansers & Toiletries 57.2 8.4 6.8 : 
| Business & Prof. Services 506.3 6.7 / 
Computer & Office Equip. 6.5 | 


| Aircraft & Parts 


US$ Billion, 1999 and Annual Growth 2000-04 Markets associated with 
“> key Canadian exports: 
2 te iid cial Soha 
Autos & Other 
Transportation Equip 
Wood 


Select high-knowledge 


ee ee 
© Electronic Components > 


H 


The South's mo 


markets will fi j ‘Pharmaceutical, Cleansers | Machinery 
1 owt ? & lolletries a. Chemicals 
drivers of growt as Business & Prof. Services | Expected Growth: 3.9% 
_ Computer & Office Equip. - Bie a 
\ Aircraft&Parts ee Other 
DRI provides market information on 55 Groups and 246 Sectors. ek Expected Growth: 4.4% 
The above market information comes from Group data. We focus Expected Growth: 6.8% - 
on non-banking Groups in which there is likely considerable trade. * Ranked by forecast growth rate from 2000-04. 


Source: Industry Canada compilations based on data from DRI 
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...aS the Southern economy reflects the rising importance of 
high-tech activities... 


The South's detailed bmarkets" 


Demand Average Annual Growth 


Computer Process./Software 100.0 
Management/Consulting 51.7 
Industrial Inorganic 46.2 
& Organic Chemicals 
Engineering & Architecture 43.6 


Rapid rises in the demand for 
semiconductors, aerospace and 
pharmaceuticals are among the 
interesting developments forecast 
for the South. 


Demand 
1999, 
But with strong local suppliers, 


imports will meet strong 
competition. 


Our already low ) : key growing 
markets may be ed further in the 
days ahead. Op, es exist — but 


DRI provides market information on 55 Groups and 246 Sectors. The 


above "submarket" information comes from Sector data. We focus on 


__ non-banking Sectors in which there is likely considerable trade. 
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-but in the South, too opportunities are widespread 


Average Annual Growth hil oo . _ 
Demand Imports Hier: a er Average Annual Growth 
Presence pe, Demand Imports Hiern : 
. Presence |. 


Motor Vehicles Z ~ Apparel from Purch. Material 
Crude Petroleum & Natural Gas # Plastic Materials & Resins 
Petro Refining & Related Prods Household Furniture 
Concrete & Gypsum Toys & Sporting Goods 
Aluminum Toilet Preparations 
Tires & Inner Tubes Structural Metal/Plate Work 
Office Furniture 


Printing & Publishing ** 
Communication Equipment 
Measuring/Control Instruments 


lease see Slide M-3 for descriptions of 
he above market information comes from Sector data. We focus Traditional, Value-added Traditional, Niche 
on non-banking Sectors in which ere is likely considerable trade. and New & Emerging 


Our Presence* 
® High ® Above Avg *Average ©Low 
Only national info available, see slide M-17 


* The benchmark value is the share of total Canadian exports in total U.S. market demand (1.5%). 
** Reflect new developments in financial and media industries 
Source: Industry Canada compilations based on data from DRI 
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In the West... 


EXD OILS) Naeee tomer 
Annyat “growth, 1989 


Zé 
10.5% 9.9% 


Midwest 
Northeast 


Average Annual Growth, % 


ey 


Exports 


Exports U.S. Output 
1998, $ Billion 


1989-98 1989-97 


i 
i 
i 
i 
: 
i 


The fast-growing Electrical & 
Electronic sector has emerged as 
a major source of Canadian 
exports to the West, 
supplementing traditional exports, 
such as Autos, Oil & Gas, and 


Wood & Paper Products. | Next 10 
, Agriculture & Fishing & Logging 1.7 45.2 5.7 
Machinery 1.6 12.1 8.2 
Food 1.6 15.2 3.3 
Chemicals 1.5 16.9 6.2 
Fabricated Metals 0.8 16.0 3.9 
i Furniture & Fixtures 0.7 25.4 3.8 
Plastics & Rubber 0.6 16.6 4.9 
The West has ed the fastest Primary Metals 0.6 7.6 1.4 
explosion in Cat xportgrowthin & aehing sist ae fo oe 
recent years, ig received a 
traditionally smal e of our exports. \ Source: Industry Canada compilations based on data from Statistics Canada 


and the U.S. Dept. of Commerce ae 
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...Off and Autos remain among our top exports... 


Exports to the West reflect the 
structure of the Western Canadian 
economy, with oil & gas exports 
occupying a relatively important share. 


But computers are among our top 5 
exports, as are aerospace exports. 


Canada is showing strong and 
noticeable growth in many niche areas 
— clothing, electric lighting etc. — with 
exporters benefitting from improved 
U.S. access since 1989, and strong 
consumer demand in recent years. 


Average Annual 
Growth, % 
Exports 
1989-98 


Top 5 export 


sub-activity 1998 $ Billion 


_ Crude Oil & Natural Gas 

' Motor Vehicles 

| Office, Store & Business Machines 
_ Aircraft & Aircraft Parts 

' Pulp & Paper 


Fastest growing export sub-activities 


1998, $ Million 


Broad Knitted Fabrics 55.7% 


Boatbuilding & Repai 


Electric Lighting 
Concrete Products 36.2% 


Wooden Box & Palle 34.6% 


Source: Industry Canada compilations based on data from Statistics Canada 
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..but the West's bright future centers on high-tech markets... 


The West's strong market forecast 
reflects growing demand for 
Electronic Components, Computers, 
Business Services and 
Pharmaceuticals. 


Our current exports are concentrated 
in the low-knowledge sectors which 
comprise only a small share of the 
region's burgeoning market. 


The West's fut eing built ona 


rounts of higher 
id services. 


__ DRI provides market information on 55 Groups and 246 Sectors. 
_ The above market information comes from Group data. We focus 
on non- banking Groups i in which there is likely considerable trade. 


Fabricated Metal Products 


The West's mar 


Annual growth, 
2000-04 


markets 


(by growth) Demand, 1999 


US$ Billion 


Electronic Components 
| Computer & Office Equipment 


| Business & Prof. Services 

' Pharmaceutical, Cleansers & Toiletrid 6.8 
Tuma Nonferrous Metals 57 

Next 5 

| Audio, Video & Commun. Equip. 5.6 
Furniture & Fixtures 5.3 : 
| Aircraft & Parts 4.8 i 
\ Electrical Industrial Equip. 4.5 j 


_ Markets associated with 
~~», key Canadian exports: 


1999 and Annual Growth 2000-04 
Select high-knowledge 


Autos & Part 
markets: _ ieee 
© Electronic Components > Wand 
_ Computer & Office Equip. 


i : oy { oes per 
‘Business & Prof. Services - Ee 


‘Pharmaceutical, Cleansers _ Expected Growth: 3.8°% 
& Toiletries P F 


‘Primary Nonferrous Metals at Other 


Expected Growth: 7.1% Expected Growth: 4.5% 


* Ranked by forecast growth rate from 2000-04. 
Source: Industry Canada compilations based on data from DRI 
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..and leading-edge equipment for a modern supereconomy... 


Markets for computer software, 
semi-conductors and management 
services are expected to increase in 
importance. 


As demand for these goods and 
services increases, firms will have to 
look beyond the U.S. suppliers, 
creating opportunities for Canadian 
and foreign industries. 


emiconductor 


Computer softw 


demand is e 
considerably in 


»xt few years. 


_ DRI provides market information on 55 Groups and 246 Sectors. The 
above “submarket" information comes from Sector data. We focus on 
non-banking Sectors in which there is likely considerable trade. 


ubmarkets" 


The West's detailed 


Demand Average Annual Growth 


Gy 


"submarkets” 1999 
US$ Billion 


_ Computer Proc. & Software 
| Motor Vehicles 

| Trucking & Courier Services 
_ Management & Consulting 
| Semiconductors 


_ Fastest growing "submarkets" 
_ 2000-2004 


i Semiconductors | 


i Computer Processing | 
& Software 


Pharmaceuticals 


Electronic Computers 


. Note: Submarkets of at least US$ 5 Billion 
“Source: Industry Canada compilations based on data from DRI 
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that will lead to interesting opportunities throughout the West 


4 z 


is Average Annual Growth 
Demand Demand Imports 


Ry 


1999 
| USSB ape? 99 


Average Annual Growth 


Demand Imports Biel, 
Presence 


Our 
Presence } 


Lies 2000-04 


so 


Motor Vehicles . 
Crude Petroleum & Natural Gas Apparel from Purch. Material 
Petro Refining & Related Prods i Toys & Sporting Goods | 
Concrete & Gypsum Household E urniture ® | 
Aluminum Toilet Preparations OG 
7 
- New & Emerging 
10.0 63 3.9 71 : holic Beverages 
11.0 50 29 5.0 : Printing & Publishing ** i 40.8 46 350 6.7 
7.4 4.4 3.5 5.2 : Computers & Peripherat Equip 40.8 10.6 Tet ie 
: Communication Equipment i 18.6 8.4 6.3 98 


DRI provides market information on 55 Groups and 246 Sectors. The Please see Slide M-3 for descriptions of 
above “submarket" information comes from Sector data. We focus on Traditional, Value-added Traditional, Niche 


non-banking Sectors in which there is likely considerable trade. and New & Emerging 


Our Presence* 
@ High e Above Avg «Average ©Low 
Only national info available, see slides M-17 


* The benchmark value is the share of total Canadian exports in total U.S. market demand (1.5%). 
** Reflect new developments in financial and media industries 
Source: Industry Canada compilations based on data from DRI 
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For Further Information 


We welcome your questions, comments and suggestions? You can reach us by ... 


sending us a letter: Serge Nadeau 
Director General 
Micro-Economic Policy Analysis 
Industry Canada 
235 Queen Street 
Ottawa, Ontario K1A 0H5 


e-mailing: nadeau.serge@ic.gc.ca 
phoning: (613) 954-3487 
or faxing us at: (613) 941-3859 


The Micro-Economic Monitor is prepared on a quarterly basis by the Micro-Economic Analysis Directorate 
of Industry Canada. The Monitor provides a quick and easy-to-read update on Canada's economic 
performance. It also provides topical in-depth reports on current economic issues from a micro-economic 
perspective. 


The current analysis update was prepared by Marianne Blais, Julie Dubois, Joseph Macaluso, 
Alison McDermott, and Karen Smith, under the direction of Shane Williamson. 


This quarter's feature was prepared by Gary Sawchuk from Strategic Initiatives with Nigel Marshman and 


Cemile Sancak from the Strategic Investment Analysis Directorate — with a lot of help from a lot of friends. 


Special thanks to Aaron Sydor and Ash Ahmad from Strategic Investment; Alison McDermott, Wulong Gu 
and Lori Whewell from the Micro-Economic Analysis Directorate; Dave Dupuis, now at Consumer Affairs 
and André Patry, now at International Cooperation; and Ram Acharya. Al Streuber from the Prairies and 
NWT Office and Mostafa Askari from the Department of Finance provided helpful comments. 


Presentation / data assistance was provided by Caroline Farmer and Karen Smith. 
Translation by Lucie Larocque. Gary Sawchuk is the General Editor / My 


of Special Features in the Micro-Economic Monitor. 


ISSN 1206-260X Ot 
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The economy closes out 1999 on a strong note... 


Real GDP expanded 4.6% (annual rate) in the fourth quarter of 1999, boosted by strength in both 
domestic and external demand. 


- Business investment was up sharply, with increased inventory investment and higher 
spending on plant and equipment. Within the household sector, consumer spending 
remained strong while the housing market posted a solid advance. Exports continued to 
advance at a fast rate, although they were outpaced by import growth in the fourth quarter. 


The better-than-expected fourth-quarter results brought annual growth for 1999 to 4.2%, the best 
result since 1994. 


...aS the unemployment rate falls to a near 25-year low 


Employment increased by 427,000 in 1999, dropping the national unemployment rate to 6.8% by 
December (the lowest since 1976). Job gains led to growth of 3.5% in personal disposable 
income, and at least temporarily halted the steady deterioration in household finances evident 
over the course of the 1990s. Corporate profits also rebounded strongly in 1999. 


The improved outlook for household and business finances bodes well for the economy in 2000. 
The latest consensus forecast projects growth of 3.9% overall in 2000. 


Technological advances are altering our economy at an unprecedented pace, and business 
must react quickly to seize opportunities from this change. In particular, Canada's prosperity 
depends on rapid innovation, and on winning races to foster new and better products and 
services. This issue's special report, Challenges of Rapid Technological Change — Catching up 
with the Jetsons documents this rapid technological change and outlines its many challenges. 
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Domestic Scene 


Real Economic Activity 
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The economy steams ahead in the fourth quarter... 


Real GDP rose a solid 4.6% (annual rate) in 
the fourth quarter of 1999, marking the 18th 
straight increase. This is the longest string 
of quarterly gains since the 1960's. 


- A pick-up in business investment led the 
advance, but consumer spending and 
exports were also higher. 


The stronger-than-expected fourth quarter 
results boosted growth for 1999 as a whole 
to 4.2%, up from 3.1% in 1998. 


Real GDP Growth 


% Change, SAAR 


94 95 96 97 98 99 


Source: Statistics Canada 
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...boosted by surging domestic demand... 


Final domestic demand increased 6.3% 
(annual rate) in the fourth quarter of 1999, 
building on substantial gains earlier in the 
year. 


- The increase was broadly based, with 
higher investment in M&E, inventories 
and construction. Increased consumer 
spending also contributed to domestic 
demand. 


Final Domestic Demand 


% Change, SAAR 7.0 


94 95 96 97 98 99 3 AP £16. 2°64 3): 84 


Source: Statistics Canada 
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,..and a solid advance in exports 


Exports of goods and services rose 7.4% 
(annual rate) in the fourth quarter, slowing 
somewhat from the pace of the previous 
quarter. 


- Exports of M&E, Forestry Products, 
Automotive Products, and Industrial 
Goods & Materials were higher, while 
exports of Energy Products declined. 


Faster import growth (21.2% annualized) cut 
into output growth, with a sharp increase for 
investment-related M&E (particularly aircraft 
and communication products). 


With import growth greatly outpacing export 
growth, Canada's real trade surplus fell 
markedly in the final quarter of the year. 


Real Exports and Imports of 
Goods & Services 


$1992 Billion $1992 Billion 56 


Exports (L) 


Imports (L) 


4) Trade Balance (R) 
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Source: Statistics Canada 
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Investment in M&E rebounds sharply... 


Following a pause in the third quarter, 
business investment in M&E regained its 
strong upward momentum in the fourth 
quarter, rising 29.1% (annual rate). 


- The fourth-quarter advance was 
widespread, with purchases of 
computers, transportation equipment and 
telecommunications equipment recording 
the largest increases. 


For the year as a whole, M&E investment 
was up nearly 15% in 1999 compared to its 
1998 level. 


Real Machinery & Equipment Investment 


% Change, SAAR 


35.6 


9.5 9.8 9.2 


94 95 96 97 98 99 SA ee oe sae 4 


Source: Statistics Canada 
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...and firms add to their stock of inventories... 


Business investment in non-farm 
inventories totalled $9.0 billion in the 
fourth quarter of 1999, double that in the 
previous quarter. 


- Inventory accumulations in 
Manufacturing and Wholesale Trade 
were concentrated in durable goods. 


Despite a steady build-up of inventories 
over the past three quarters, the 
stock-to-sales ratio has fallen due to an 
even faster increase in sales. 


Non-farm Business Inventory Investment 


$1992 Billion, SAAR 


94 95 96 97 98 99 3 41 2 3 4 


Source: Statistics Canada 
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..aS Consumer spending remains strong... 


Consumer spending rose 3.8% (annual 
rate) in the fourth quarter, the fourth 
straight period of solid growth. 


- Y2K-related celebrations and stockpiling 
provided a boost to fourth quarter 
spending, and auto sales also remained 
strong. Mild weather reduced demand 
for electricity, heating fuels, and winter 
clothing. 


Rising consumer confidence and solid 
income growth bode well for further gains 
in consumer spending. 


% Change, SAAR 


Real Consumer Expenditure Growth 


94 95 96 97 98 99 


Source: Statistics Canada 
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..and the construction sector strengthens 


Real Residential Construction Growth Real Non-residential Construction Growth 
17.1 
% Change, SAAR be % Change, SAAR 


12.6 


14.0 


-15.1 


94 95 96 97 98 99 3 41 2 3 4 94 95 96 97 98 99 B27 AP 4 2) 3) 4 


Source: Statistics Canada Source: Statistics Canada 


Investment in Housing rose 8.1% (annual rate) in the fourth quarter of 1999, with advances 
in new housing construction and renovation activity. For the year as a whole, housing 
investment was up 6.5%, rebounding from a loss in 1998. 


Investment in non-residential construction advanced a solid 9.3% (annual rate) in the 
fourth quarter. Strong growth in engineering construction more than offset a slight decline 
in building construction. 
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Growth in personal income strengthens... 


Growth in Personal Income Real Personal Disposable Income* 
% Change, SAAR on $1992 Billion, SAAR 


ae 


500 
450 - 


400 


a 350 - 
94 95 96 97 98 99 Ma, Sian NN el ade 81 83 85 87 89 91 93 95 97 99 341234 


[iHes? >| 99 | |98| 99 
Source: Statistics Canada *Converted to real dollars using the chain price index for 


personal expenditure on goods and services. 
Source: Statistics Canada and Industry Canada 


Growth in personal income increased steadily throughout 1999, reaching 4.8% (annual rate) 
in the fourth quarter, the biggest gain since the first quarter of 1998. 


For the year as a whole, personal income was up 3.7% in 1999. However, as income taxes 
and employee contributions to social insurance programs rose at a slightly faster pace, 
personal disposable income increased by only 3.5% — 2.2% after adjusting for inflation. 
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...but household finances hold steady 


The personal saving rate was unchanged 
at 1.1% in the fourth quarter of 1999. 


- This is the lowest saving rate on record 
(available data extend back to 1961). 


In addition, with consumer and mortgage 
debt levels rising at roughly the same rate 
as income, the household debt-to-income 
ratio held steady at 99.9% in the fourth 
quarter. 


Personal Debt and Savings Rate 


% 
100 - 


% 
Ratio of household debt z 14 
to income (L) 


95 - 
90 - 
85 - 
80 - 


is Personal saving rate (R) 


70 - 0 
89 90 91 92 93 94 95 96 97 98 99 


Source: Statistics Canada 
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Corporate profits continue to surge 


Corporate profits increased by 35.1% 
(annual rate) in the fourth quarter of the 
year, building on an exceptional gain in 
the previous period. 


- Profits increased to 11.8% of GDP, a 
nineteen-year high. 


Overall in 1999, corporate profits rose 
25.2%, the biggest gain since 1994. 
Strong demand in North America and 
higher commodity prices have provided a 
boost to firms’ finances. 


Corporate Profits 


% Change, SAAR % 
150 


100 


90 91 92 93 94 95 96 97 98 99 


f= Corporate Profits =—Ratio of Corporate Profits - 
before Taxes (L) to GDP (R) 


Source: Statistics Canada 
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Inflation rises over the course of 1999... 


After increasing by only 0.9% in 1998, 
consumer prices increased by 1.7% in 
1999, comparable to increases in 1996 and 
1997. 


Inflation was 2.3% in January 2000, below 
that in December but similar to October 
and November's rate. 


The “core” inflation rate — excluding the 
volatile food and energy components as 
well as the impact of indirect taxes — fell to 
1.4% in January, well within the bottom 
half of the 1-3% target range set jointly by 
the Bank of Canada and Department of 
Finance. 


Consumer Price Index 


Year-Over-Year % Change 


CPI excluding food, energ : Bank of 


& indirect taxes 
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Source: Statistics Canada & Bank of Canada 
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...driven up by higher energy prices 


Higher energy costs — notably for 
gasoline, natural gas and heating oil — 
accounted for roughly half of the 2.3% 
year-over-year increase in consumer 
prices in January. 


- Production cutbacks by members of 
OPEC have raised the price of 
gasoline by 25.3% compared to 
January 1999. 


Excluding energy, the CPI was up only 
1.1% in January. 


Components of CPI: January 2000 


Year-Over-Year Price Change 


% 
Transportation 
Tobacco/Alcohol 
Rec/Read/Education 
CPI, All-Items 
Shelter 
Health/Personal Care 
Household/Furniture 
Clothing/Footwear 
Food 


Source: Statistics Canada 
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Commodity prices rise sharply in 1999 


The price of raw materials increased 7.9% in 
1999, rebounding from two consecutive Price Chain 
annual declines. j 
- This strength in commodity prices stems 
mainly from a sharp rise in the price of 
crude petroleum, which jumped up 36.5% 
in 1999. 


Raw Materials 


Intermediate Goods 


- In contrast, there were major declines in 
the price of grains, oilseeds and ferrous a 
E s Finished Goods 
materials such as iron ore and steel. 
Industrial product prices — those received by 
producers at the factory gate — were up 1.8% 
in 1999. Though modest, this increase is 


nonetheless represents the highest increase 
since 1995. Source: Statistics Canada 


Producer Prices 


mB1998 #91999 


- Although higher prices were due in large 
part to higher fuel prices, rising prices for 
lumber and motor vehicles also 
contributed, albeit to a lesser extent. 
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Strong job growth in 1999... 


The economy generated 427,000 net new 
jobs in 1999, the third straight year of solid 
growth. 


- The pace of job growth picked up 
considerably over the September- 
December period, with a net gain of 
roughly 200,000 jobs in that four month 
period. 


All of the net job gains in 1999 were in 
full-time work. The number of full-time 
positions increased by 511,000, compared 


to a drop of 84,000 in part-time employment. 


Job growth in January and February 2000 
slowed somewhat from its fast pace at the 
end of 1999. Still, employment was up 
80,000 in the first two months of 2000. 


Employment Growth 


Month-over-Month Change (Thousand), SA 


Sie . 
1998 1999 2000 


@@ Full-Time & Part-Time 
Source: Statistics Canada 
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...with gains in both private and public sector employment... 


The private sector remained the biggest 
source of new jobs in the economy. 
Private-sector employment was up 336,000 
in 1999, accounting for 80% of the total 
increase. 


- Within the private sector, self 
employment increased by 46,000 on the 
year, its slowest pace in five years. 


Employment in the public sector rose 
91,000 in 1999, the first substantial annual 
increase since 1991. 


- Even with this advance, public-sector 
employment is 130,000 below its peak in 
early 1993. 


Employment: Private vs. Public 


Million Jobs Million Jobs 

13.00 4.00 
12.50 

Private-sector 3.50 
12.00 employment (L) 
11.50 3.00 
11.00 

Public-sector 2.50 

10.50 employment (R) 


10.00 2. 
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Qi Q2 Q3 Q4 Qi Q2 Q3 Qs At 


1996 | 1997 | 1998 | 1999 |2000 


Source: Statistics Canada 
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..drops the unemployment rate to a 25-year low 


Strong employment growth lowered the 
national unemployment rate to 6.8% in 
December 1999, its lowest level since 
April 1976. 


- The unemployment rate held firm at 
6.8% in January and February 2000, 
with employment gains matched by a 
higher labour force. 


The youth unemployment rate fell 1.8 
percentage points over the course of 
1999, reaching a nine-year low of 13.1% 
in December. The adult employment rate 
dropped from 6.8% at the outset of the 
year to 5.6% by December 1999. 


- There has been little change in 
unemployment rates for both groups 
in the first two months of 2000. 
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Employment is up in every province... 


Employment Growth by Province 


As of February 2000, all provinces (February 1999 to February 2000) 


recorded a net employment gain ona 
year-over-year basis. 


Nearly half of Canada's total job gains 
over this period have been in Ontario, 
where Manufacturing has been an 
important engine of growth. This sector 
has also been an important source of 
new jobs in Quebec. 


in percentage terms, Newfoundland 
posted the fastest growth overall in 1999 
(6.8%). However, employment fell back 
sharply in this province in January and 
February 2000. 


Prince Edward Island and Nova Scotia 
have both enjoyed above average job 
growth on a year-over-year basis. 


Year-over-year job gains 
(000's) 
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Source: Statistics Canada 
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...leading to lower unemployment rates everywhere but 


Newfoundland 


Unemployment rates are down in every 
province on a year-over-year basis except in 
Newfoundland. 


Newfoundland's unemployment rate fell 
sharply over the course of 1999, dropping 
from 18.7% to 14.1% by December 1999. 


- However, job losses in January and 
February took back most of this 
improvement, with the unemployment 
rate rising back up to 17.6% in February 
2000. 


As of February 2000, the largest 
year-over-year falls in unemployment rates 
have been registered by Prince Edward 
Island (-3.8 percentage points), 
Saskatchewan (-2.1 points) and New 
Brunswick (-1.9 points). 


Unemployment Rates: February 2000 
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Domestic Scene 


Financial Variables 
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The Bank of Canada raises interest rates... 


The Bank of Canada, which had last hiked 
interest rates in November, raised its 
trend-setting Bank Rate by 25 basis points on 
February 3. This move triggered a 
corresponding increase in the major banks' 
Prime Lending Rate to 6.75%. 


U.S. and Canadian short-term interest rates 
rose in tandem through January and February, 
maintaining the gap between Canadian and 
U.S. rates at roughly 60 basis points in 
Canada’s favour as of March 8. 


The prospect of higher rates in the U.S. 
combined with growing evidence of Canada's 
strong economic performance increases the 
likelihood that the Bank of Canada will raise 
interest rates further to control the pace of 
growth and inflation. 


Short-Term Interest Rates 
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Last data point plotted: March 8, 2000 


Source: Bank of Canada, 90-day Commercial Paper, 
last Wednesday in the month 
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...but bonds yields trend lower in early 2000 


While inflation fears pushed up North American 
bond yields throughout 1999, long rates have 
edged down in the early months of 2000. 


Bond yields have been trending down amid 
market expectations that higher short term 
interest rates will contain future inflation. An 
anticipated reduction in the supply of U.S. long 
bonds as the Treasury retires debt has also 
helped drive down long term yields on both 
sides of the border. 


- Canadian long rates have fallen slightly 
faster than their American counterparts, 
widening the Canada-U.S. differential to 37 
points as of March 8. 


Long-Term Interest Rates 
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Last data point plotted: March 8, 2000 


Source: Bank of Canada, Government long-term bond, 
last Wednesday in the month 
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And while Canadian stock markets soar... 


Canadian stock prices continue to advance in 
early 2000, building on impressive gains 
throughout 1999. 


The TSE 300 index hit a new high of 9516 on 
March 2, bringing total gains since November 
to just over 21%. 


The strength of the TSE in January and 
February reflects the strong performance of 
high-tech stocks, which has also boosted the 
technology-heavy U.S. Nasdaq. In contrast, 
the more traditional U.S. Dow Jones and S&P 
500 indexes struggled in February, tumbling 
heavily over mounting fears of higher interest 
rates. 


Stock Market Indices 
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...the dollar remains stuck below U.S. 70¢ 


Over the course of 1999, the Canadian dollar 
gained roughly 4 cents, reaching U.S. 69.29¢ 
by year-end. This momentum extended early 
in the new year, with the dollar climbing to a 

high of 69.67¢ on January 27. 


Following this, however, the dollar weakened 
somewhat in light of concerns that interest 


rates will be raised more forcefully in the U.S. 


Still, market analysts believe that the dollar 
will pick up strength through 2000. The 
stronger-than-expected economy, firming 
commodity prices and the much-improved 
fiscal situation should all provide underlying 
support for the dollar in coming months. 


Canada-U.S. Exchange Rate 


$U.S. Per $C 
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Domestic Scene 


Fiscal Track 


The federal budget remains in the black 


Following a surplus of $2.9 billion in fiscal year 
1998-99 (the second in a row), the federal 
government expects to post balanced budgets 
over the next three years. This would entail five 
consecutive years of budgets in the black — for 
only the third time since Confederation. 


- By the accounting standards used in most 
other G-7 countries, the federal government 
will post a financial surplus for the fourth 
consecutive year in 1999-2000 — the only G-7 
country to do so. 


The debt-to-GDP ratio should continue to trend 
down, sustained by the strong economy and 
prudent budget planning. From a peak of 71% 
in 1995-96, this ratio is expected to drop below 
50% by 2004-05. 


Five provinces and one territory expect to post 
a surplus in 1999-2000 — P.E.I., Quebec, 
Manitoba, Saskatchewan, Alberta and Nunavut. 


Federal Budgetary Balance 
Public Accounts Basis 
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Competitiveness 
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Unit labour costs rise modestly in 1999... 


Unit labour costs increased 1.6% (annual 
rate) in the fourth quarter of 1999. 


- The total wage bill increased by 6.2% 
(annual rate), exceeding growth in total 
output (4.7%). 


Despite the fourth-quarter increase, 
Canadian firms have been quite 
successful in holding down costs through 
the year. Unit labour costs rose only 0.3% 
in 1999, the smallest increase in five 
years. 


Growth in Unit Labour Costs 


% Change, SAAR 
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...helping to improve Canada's competitive position 


At the economy-wide level, and on a Unit Labour Cost Comparison ($US) 
common currency basis, Canadian unit 120 Ratio: Canadalu.s.; 1992=100 $U.S. per $C 


labour costs fell 1.3% relative to those in 
the U.S. in 1999. 


le falling line represents an increase in 
Canadian competitiveness 


In the absence of a strengthening dollar, — Total Economy (L) 
which rose from an average value of Sl Chen 


US67¢ in 1998 to US68¢ in 1999, Canada's 
competitive position would have improved 
to an even greater extent. 


- Unit labour costs in domestic currency 
rose 1.9 percentage points more slowly 
in Canada than in the U.S. in 1999 — 
0.3% compared with 2.2%. 


Note: Quarterly manufacturing ULC for 199904 are not yet available. 
Source: Industry Canada estimates based on data from the U.S. 
Bureau of Labor Statistics & Statistics Canada 
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International Accounts 
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The current account deficit narrows considerably in 1999... 


After posting a small surplus in the third 
quarter, Canada's current account swung 
back to a deficit of $5.0 billion (annual rate) 
in the fourth quarter of 1999. 


- This reversal was due almost entirely to a 
lower merchandise trade surplus. 


Overall in 1999, however, the current account 
deficit narrowed significantly, falling from 
$16.4 billion in 1998 to $4.3 billion in 1999. 
The improvement can be attributed to a 
sharp increase in the goods surplus. 


On the capital account, foreign direct 
investment totalled $36.1 billion in 1999, up 
roughly 50% from the previous year. 


- However, portfolio investment by 
foreigners fell to a 25-year low, with the 
reduction concentrated in reduced 
holdings of bonds and money market 
papers. Foreign investors continued to 
invest their holdings of Canadian equities. 


$ Billion, SAAR 
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Current Account & Trade Balances 
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The merchandise trade balance represents net exports of goods. 


99 | 


The non-merchandise trade balance represents net exports of services 


plus net receipts of investment income and transfers. 


Source: Statistics Canada 
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...due to a big jump in the merchandise trade surplus 


The significant improvement in 
Canada's current account deficit in 
1999 stemmed primarily from a sharp 
rise in the merchandise trade surplus, 
which increased to $33.9 billion (the 
third largest on record). 


A bigger deficit on investment income 
was generated by profits on foreign 
direct investment in areas such as 
transportation equipment and 
chemicals. 


The deficit on trade in services was 
little changed in 1999. 


Main Components of the Current Account 
$ Billion, SAAR 


1998 1999 


@@ Current Account Balance 
Ea Balance on Services 


ma Merchandise Trade Balance 

=a Net Investment Income 

wa Net Transfers 

Source: Statistics Canada 1-2 
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Exports to the U.S. advance strongly in 1999... 


Merchandise exports reached 
$360.6 billion in 1999, an increase of 


Merchandise Exports, 1999 
11.9% from the previous year. 


$ Billion % Change, 1998-99 
- Sales to the U.S. were up 14.9% on Total 360.6 fms 11.9 
H tt) 

the year, accounting for 85.9% of By epic 
all exports. US. 
Japan 
: E.U. 
- Exports to the European Union An Others 


fee eae at a dine pti ati By Principal Commodity 
; paeen ere ale aioe ne Agricultural & Fishing Products 
countries were down. Energy Products 


Forestry Products 


- Industrial Goods & Materials 
Increased sales of motor vehicles Machinery & Equipment 


accounted for half of the total Automotive Products 
4 Other Consumer Goods 
increase for 1999. 


- Energy Products also registered a Source: Statistics Canada 
sizeable increase, aided by higher 
prices for crude oil and natural 
gas. 
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...leading to a sharply higher trade surplus 


Merchandise imports increased a 
healthy 7.7% to $326.7 billion in 1999. 


- While export growth was 
concentrated in the U.S., import 
growth was more balanced across 
regions in 1999. 


- Import growth was also fairly 
widespread across major commodity 
groups. In dollar terms, there were 
particularly sharp increases in 
imports of Automotive Products and 
M&E. 


With exports outpacing imports, 
Canada's merchandise trade surplus 
reached $33.9 billion in 1999, nearly 
double that of last year. 


- This improvement is due entirely to a 
higher trade surplus with the U.S., 


which reached a record $60.5 million. 


In contrast, the deficit with other 
trading regions also reached a new 
high. 


Merchandise Imports, 1999 


Total 


By Trade Partner 


By Principal Commodity 
Agricultural & Fishing Products 
Energy Products 

Forestry Products 

Industrial Goods & Materials 
Machinery & Equipment 
Automotive Products 

Other Consumer Goods 


$ Billion 


326.7 


249.2 
10.6 
28.5 
38.4 


17.6 
10.6 
2.7 
62.1 
108.2 
75.9 
37.0 


% Change, 1998-99 


Balance by Trade Partner, 1999 


All Others 


Source: Statistics Canada 
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Domestic Scene 


Sectoral Overview 


Output gains are broadly based in the fourth quarter and 1999 overall... 


Goods-producing industries increased 
production by 6.4% (annual rate) in the fourth 
quarter. Output was up a healthy 4.5% overall Real GDP Growth by Industry: 1999Q4 


in 1999. % Change, SAAR 


P Goods-Producing 
- A surge in Construction activity, with 


Pais : : Pri 

notable gains in both residential and ae 

non-residential building, led gains in the UTE ELL 1! 

Goods sector. Construction 1424 
Utilities | 5 


- Continued strength in Manufacturing and a 
strong recovery in the Mining sector also Se 
boosted output in the fourth quarter. Teens poe ee 


Communications 
F : ; Be Trade 
Services industries advanced 3.4% (annual ricciess eens & 


rate) in the quarter, bringing the annual gain to Real Estate 
3.8%. Business Services 


Community & Personal 
Services* 


- For both the fourth quarter and 1999 as a 
whole, Business Services — spurred by 


Government Services 


higher demand for computer services — and ma1999 ma199904 
Transportation, Storage & Communications Sotiree:| Statistics Ganada 
recorded the largest increases. *Education and Health & Social Services 
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...leading to a strong rebound in operating profits... 


Corporate operating profits increased 19.8% 
to a record $158.1 billion in 1999, rebounding 
from a sharp fall in 1998. 


Firmer commodity prices and strong demand, 
both at home and abroad, generated higher 
profits in Manufacturing and resource-based 
industries. 


- Within Manufacturing, motor vehicles, 
wood & paper and electronics & computer 


industries all posted sharply-higher profits. 


- Profits also rose in the Mineral Fuels 
industry, boosted by the more than 
doubling of crude oil prices in 1999. 


Operating profits in Financial industries fell 
11.5% in 1999, their second consecutive 
yearly decline. 


Due to methodological changes currently 
in progress, data are preliminary and not 
as reliable as usual. 


Corporate Operating Profits 


Other financial intermediaries 3,498 


1999 Difference 

Level 1998-1999 
($M) ($M) (%) 
Total - All Industries 158,142 26,110 19.8 
Total Non-Financial 114,266 31,824 38.6 
Agriculture, forestry, fishing & hunting A574 567 56.5 
Mineral fuels 6,469 4,225 188.3 
Mining except mineral fuels 2,044 -13 -0.6 
Utilities 3,852 1,267 49.0 
Construction 470 -290 -38.2 
Manufacturing industries 47,883 13,454 39.1 
Wholesale trade industries _ 9,407 4,209 81.0 
Retail trade industries 8,272 3,387 69.3 
Transportation and warehousing 5,851 924 18.8 
Information and cultural industries 5,813 -328 -5.3 
Real estate, rental and leasing 6,993 797 12.9 
Professional/Scientific 3,624 1,736 91.9 
Management of companies 3,421 -567 -14.2 
Other services to business 1,776 554 45.3 
Education services 46 34 283.3 
Health care and social assistance 1,442 229 18.9 
Arts, entertainment and recreation -59 32 -35.2 
Accommodation and food services 1,330 -151 -10.2 
Other services 4,061 1,763 76.7 
Total Financial 43,876 -5,714 -11.5 
Depository credit intermediation 17,287 -1,361 -7.3 
Non-depository credit intermediation 5,554 1,488 36.6 
Insurers 3,916 -254 -6.1 
Funds and other financial vehicles 13,621 4,946 -26.6 
-15.5 


Source: Statistics Canada 
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..and pushing capacity utilization up to its pre-recession peak 


Industrial production increased in the 
fourth quarter to satisfy strong demand in 
both Canada and the U.S. for consumer 
and investment-related products. 


This higher production pushed up 
capacity utilization in Non-farm 
Goods-producing industries to 86.8%, at 
par with its peak during the 1987-88 
expansion. 


- Capacity utilization in Manufacturing 
reached its highest level in over 25 
years, and was largely responsible for 
the overall increase. 


- Capacity utilization rates exceeded 
90% in Logging & Forestry, 
Construction and in 8 of the 22 major 
groups within Manufacturing. 


High rates of capacity utilization should 
eventually ease as productive capacity is 
expanded by the investment boom. 


Capacity Utilization: 
Non-farm Goods-producing Industries 


Level (%) 1999/1998 Level (%) 99Q4/99Q3 10-year 


1999 Change 199904 Change Average 
Total Non-Farm Goods-Producing 84.8 as) 86.8 1.3 81.7 
Logging & Forestry 89.4 9.8 93.5 an 81.2 
Mining & Quarrying 82.1 -1.0 88.9 6.9 84.3 
Crude Petroleum & Natural Gas 71.0 3.9 70.8 -0.3 80.4 
Manufacturing 85.7 1.9 87.8 lel 81.0 
Durable Goods Manufacturing 87.1 2.8 89.4 0.8 80.2 
Wood 89.1 2.8 89.9 -1.3 84.0 
Primary Metals 92.8 0.9 94.0 PAN 88.3 
Fabricated Metals 83.0 2.4 85.9 2.9 77.0 
Transportation Equipment 91.4 D3 93.0 -1.4 81.2 
Electrical & Electronic Products 85.9 3.4 92.1 4.4 78.6 
Non-Durable Goods Manufacturing 83.8 0.7 85.6 eS 81.9 
Food Products 81.1 0.4 82.3 0.9 80.1 
Plastic Products 85.6 5.6 90.0 3.6 79.3 
Paper & Allied Products 91.5 5.4 95.0 2.2 88.8 
Printing & Publishing 83.0 1.6 83.6 -0.1 79.7 
Chemical & Chemical Products 80.2 3.5 81.9 1.5 83.4 
Construction 88.3 2.4 90.5 2.4 83.2 
Electric Power & Gas 85.9 2.0 86.2 -0.9 82.8 
Energy 78.9 -0.9 78.8 -0.8 81.8 
Total Excluding Energy 86.1 2.0 88.5 AST 81.6 


Source: Statistics Canada 
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Still, investment is expected to be flat in 2000 


According to the survey of private and public 


investment intentions, investment in Plant & 2000 Investment Intentions by Industry 
Equipment will increase only 0.1% in 2000. _ ss (Plant & Equipment) 
% Change 
- This expected slowdown, down from TOTAL 


growth of 8.1% in 1999, partly reflects the 


i 5 f BY INDUSTRY: 
recent completion of large capital projects. 


Other Primary* 


By industry, the biggest gain will take place in = Mi7i"9. Ol! & Gas Extraction 


the Mining sector, with higher prices for oil | Utilities 
expected to more than double drilling activity Construction 
in comparison with the same period in 1999. Venueeturing 

Trade 


Higher spending at the municipal level is 


expected to provide a significant boost to Transportation* | -15.2 


government capital spending. Information & cultural industries 
or FIRE* 
However, investment in Manufacturing is Professional/Scientific 


expected to remain at roughly the same level 
as last year, despite high rates of capacity 
utilization. 


Management/Administrative 
Community/Personal Services* 
Other Services 

The large expected decline in Transportation Public Administration 


is related to the winding down of several major 
pipeline projects. 


Source: Statistics Canada Survey of public and private investment intentions 


*Other Primary: Agriculture, Forestry, Fishing & Hunting; 

Transportation includes warehousing; J-4 
FIRE: Finance, Insurance, Real Estate & Leasing; 

Community/Personal Services: Education and Health & Social Services. 
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1999 employment gains are concentrated in Manufacturing and 
Services... 


Employment in the Goods-producing industries Job Growth by Industry 


was up 136,000 in 1999. Thousand (SA) 
Goods-Producing 
- Consistent with output trends, these job Pannen 
gains were concentrated in Manufacturing #e 
and Construction. Losses in Agriculture ie 
pulled down employment in the Primary Seren 
industries. Manufacturing 
Services-Producing 
In Services-producing industries, 291,000 new 2g 
jobs were created in 1999. 
Transportation 
FIRE* 


- These gains were widespread, with notable 
increases in both Business and Community Business Services* 
Services. Employment in Transportation and comunity services* 
Wholesale & Retail Trade benefited from the 
surge in Manufacturing activity. 


Other Services 


Public Administration 


Manufacturing employment has fallen back 0 100 200 300 
somewhat over the first two months of 2000, 21999 mlJanuary - February 2000 

but this has been more than offset by higher vay 

employment across most Services industries. eee eae eee 


Business Services: Management, Administrative, Professional, Scientific & Technical Services 


Community Services: Educational Services, Health & Social Assistance. 
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... throughout all regions of Canada... 


Job crettio Uy VK Oe 
Thousands Cet Yee, 


Seasenally adjusted, 3-month movingaveragé\ > ares ses 
February 1999 - February 2000 seat ay, ‘ 3 x 


B.C. 
@ePrimary M§Manufacturing B 


Prairies 


fehl dp ation 


ae 


Services-producing industries have accounted for over half of the total net job gains in 
each region since last February. Employment in Manufacturing was also up in every 


region. 


Employment in the Primary sector edged down in Central Canada and the Prairies 


(where the bulk of the decline was concentrated in agriculture), while Public 
Administration recorded losses everywhere but in Quebec. 


Que or ite. 
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...aS wage settlements picked up in most sectors 


Wage settlements averaged 2.2% in 1999, 
up from 1.6% last year. For the second 
straight year, settlements have exceeded 


inflation. 


- The biggest wage settlements tended to 
be in Manufacturing and Transportation, 


Communication & Other Utilities. 


- Construction and Trade & Finance were 
the only industries for which average 
settlements ran behind last year's pace. 


The increase in wage settlements was 
much more pronounced in the private 


sector in 1999. 


- After narrowing considerably in 1998, 
the gap between wage settlements in 
the private sector (2.6%) and the public 


sector (1.9%) widened in 1999. 


Wage Settlements by Industry 


% 


All Industries § 
Primary } 
Manufacturing 


Construction § 


Transport, Communication 
& Utilities 


Trade & Finance CPI Inflation rose 


1.7% in 1999 
Community, Business — 


& Personal Services § 


Public Administration f 
0.0 0.5 1.0 15 2.0 25 3.0 
#1998 m—g1999 


Effective average annual adjustments in base wage rates from major collective 
bargaining agreements. 


Source: Human Resources Development Canada 
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Technological change has always been with us... 


Technological change is continually 


impacting and reshaping our economy. 


At the start of this century, agriculture 


contributed a large share of our economy. 


Since then, manufacturing and then 


services grew in relative prominence — 
sparked by new technologies which permit 
more efficient ways of producing new or 


better products and services. 


More recently, high-tech services and 
goods are eclipsing other industries in 
terms of growth. 


Technological advance is 
transforming the Canadian 


economy, and changing the very 
basis of our livelihood. 


40 


Share of Total Employment 


30 
20 


10 Agricultural Sector 


0 
1926 1936 1946 1956 1966 1976 1986 1996 


‘Index, 1981=100 


1000 


Computer 


< 


500 High-Tech 
ss ieee 
100 anufacturing 

0 
1981 1991 1999 


1) Manufacturing does not include high-tech goods 

2) High-tech goods include pharmaceuticals, 

communications & elec. equip., and computers 

Source: Statistics Canada K-1 
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..but now is extrem : : 


OA new economy 


Technological advances are now a : Based « on new ideas and opportunites 
altering our economy at an oe 


unprecedented pace Xe - Digital business 
ae SHUR ic chanc Se where el e ctr on i G b a n ki Ce g 


than ever, business must react a 
quickly to seize the opportunities a Tele- ‘work 


resulting from change. — oF 
E-biz. 


Surf’s up — technological change is accelerating! 


Intemal-combustion Aviation, - ] Software, 
Engine, Electricity, Petrochemicals _ New Media, - 
Chemicals & Electronics Digital Networks 


\ 
\ 


-FourthWave | FifthWave\ 


1900 1990 2020 
<——‘60 Years’ ___»« ‘55 Years >< 50 Years t» <t--§a40 Years «130 Years 


Source: The Economist, February 20, 1999. 
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[mpacting even "traditional" industries 


Even Mature Industries Are Becoming More 


Knowledge-Intensive 
Growth in R&D Spending, %, 1991-97 


Level, 1997 


. Millions 
In fact, virtually all industries are __ Total ye) $8,627 
i 7 f Agriculture ee $40 
undergoing major changes in Metal Mines pay $87 
; Oil & Gas pe eed $77 
technologies. Food oe $81 
Rubber & Plastics ieee AS $38 
Textiles f $52 
ie | H 5 Wood ere $26 
This IS contributing to J Furniture & Fixtures ees $6 
improvements in product quality, ‘a Paper iat $113 
js : fae Printing & Publishing $15 
and in the increased versatility Metals & Metal Products zing mmemenr emer $230 
and flexibility of our industries. pe cpanel a 
Motor Vehicles, Parts & Other ae as 59 
Telecom & Electronics fee oe a y ot 
Business Machines fl / Fast — $356 
Pharmaceuticals & Medicine pe Se Tn Ney Rising / $547 
Technological change is embraced Scientific & Professional Products ees XS cb $102 
' one Construction REGRe ee vy cca $20 
even by Canada's traditionally Transport. & Communication ge ae 
Trad 
strong resource sector. In fact, Finance, insurance & Real Estate ae $476 
ion i i Computer Services are 
resource extraction is becoming Engineering & Scientific aie 
j a ive. Management & Consulting 
quite knowledge-intensive negenen SCs ne Ee $87 
-50 0 50 100 150 


Note: These are actual R&D expenditures, not preliminary estimates or intentions. 
Source: Statistics Canada, Industrial Research & Development, 1997 Intentions 


K-3 


oe ee 
Le acetate Se nll 


a 


wen (61 


795 
wn ke ai A 


Li) 


oniteittus & grtintyS 
etushor4 ft A alectald 
rrentdaaM 

era’ é Fina 

HO A aeis't rade yall 
Lowe is © meme? 
CotiteM coonmwe 
artnet 2 nian scone 


wave tamoneaphens 2 oMreptee 


jet spite 


ere pre! aby TRO” 2 4 pinata 
niverntt 


Shes veh Peano) 
ofrileibatt $ pore 
powuern. & 

es mer igor: Bede 


. a) 
Po a i ee 2) 
shes] ae! Sti 


rene) yeR iB een; awsert aonene 


Innovation is now key to future prosperity 


As we move to a more 
knowledge-based global economy 
(KBE), comparative advantage 
relies less on natural resources 
and more on what we can do with 
those resources. 


Canada's future prosperity 
depends on rapid innovation, and 
on winning races to foster new and 
better products and services. 


Competitors in other countries are | 
pressing Canadian industries and To take advantage of rapid 

: : ‘technological change, you have to 
companies to step-up their pace of 
2 : be quick — speed wins! 
innovation. : 7 ; 
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There are special challenges being next door to the world's 
foremost KBE 


In these races, we find ourselves 
competing with our neighbour, the 
U.S. — aclear worldwide 
technology leader and premier 
KBE, home to the world's richest 
pools of R&D and investment. 


This sometimes makes more 
challenging our task to 
pursue/attract : 


- emerging opportunities; 
- investment; and 
- high-knowledge activities. 


But what are the key characteristics of technological change? 


And how is the U.S. doing better? ... 
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Dimensions of 
Technological Change 
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We are seeing unparalleled increases in innovation... 


The impact of technological change is 
highlighted by the fact that industries 
generally are becoming more innovative. 


This trend is reflected in higher 
investment, especially in R&D. 


But our overall investment and R&D rates 
remain low relative to those in the U.S. 


- Canadian companies (especially SMEs) 
are slower than their U.S. counterparts 
at adopting leading-edge methods and 
processes. 


Overall, Canadian companies are about 
half as likely to be technologically 
advanced as their U.S. counterparts. 


Industries Becoming More Innovative 


Investment R&D 


Agriculture & Natural Resources 


Manufacturing 


ivi 


Services 


70 60 50 40 30 20 10 O 00 0.2 04 06 0.8 1.0 1.2 1.4 1.6 


Investment: Ratio of Investment Stock to GDP, 1996; R&D: R&D spending as % of GDP, 1997. 
Source: Industry Canada compilations based on OECD data 


Technology Adoption in Canada and the U.S. 


Firm Size 


100499 


500+ F oc 
10 30 50 70 90 
% Adopting Five or More Advanced Technologies, 1993 


Source: Baldwin and Sabourin (1995), "Technological Adaptation in Canadian Manufacturing 
(Statistics Canada) 


...Dut the U.S. economy remains more innovative 
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And we see greater inventiveness . 


Patenting activity in most industrial 
countries is growing faster than ever 
before. 


And Canada's propensity to file for 
domestic patents is growing very fast 
— first in the G-7. 


However, Canada's relative propensity 

is still low in absolute terms, relative to 
other countries — even after including 

patents in the U.S. 


In recent years, there has been a fast 
rise in foreign-bound patenting in 
Canada. Canada's growth in 
foreign-bound patenting ranks second 
only to the U.S. among the G-7. 


inventiveness Coefficient, 1996 


Domestic patent applications 
per 10,000 labour force 


13.5 


Canadian 
9.5 applications to 
the U.S. wd 


ies 


Germany U.S. France Canada 
Japan* Italy 
* Japan data adjusted to be Fo i to the other countries. 
** This is an overestimate of Canada's inventiveness because patent 
applications may be filed on the same inventions in both countries. 
Source: Industry Canada compilations based on OECD data 


Growth in Foreign-Bound Patenting 


Index, 1990=100 
380 = 
340 i+]. 
300 U.K. 
260. 
220 France 
180 Italy 
=— Germany 

140 Japan 
100 

60 

90 91 92 93 94 95 96 


Source: OECD Main Science & Technology Indicators 


Applications 


1996 


1,175,107 


65,651 


235,862 


120,043 

52,033 
261,444 
193,451 


>. but the U.S. economy remains more inventive 
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There is rapid growth in high-knowledge activities... 


High-knowledgel/tech activities are 
growing quickly and are playing a greater 
role in our economy. 


However, in the U.S. they comprise a 
larger share of the economy and are 
expanding at a faster rate. 


High-Tech sha of Total Econony 


ae of GDP 


O "E Business Services 
£3) Pharmaceuticals 
GZ Communication Equipment 


Source: Industry Canada faby Canada compéations based on 
Statistics Canada and US Census Bureau data. 


Real GDP, 1987=100 

190 

170 

: i 150 
Business Services 130 


4. 110 
90 
includes software! 


and computer 1987 1992 1997 
services and Source: Statistics Canada & US Census Bureau 


other 
professional Real GDP, 1985=100 
services 


Pharmaceuticals 


1985 1995 
Source: OECD 
Real GDP, 1981=10 
250 eal GDP, 198 0 
Communications 
Equipment 

50 

1984 1991 1998 
Source: OECD 


but U.S. high-tech sectors are larger & more vibrant 
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Knowledge workers are growing in importance... 


As a consequence of technological 
change, there is also a growing number 
of workers involved in knowledge 
discovery and application. Our 
unprecedented ability to store 
knowledge and retrieve it rapidly using 
information technology has shifted the 
economy's demand toward workers with 
advanced training or education. 


Canada will need more knowledge 
workers, including professionals such 
as engineers and architects, as well as 
college-trained technologists for 
manufacturing, communications, 
information technology and other fields. 


Share of labour force aged 25-64 with a 


% post-secondary education, 1998 
50 
1st 
2nd [ Non-University* 
sd University 
5th Degree 
30 12th 13th 
18th 
20 
25th 
10 ee 
0 Coe Co 
Canada Japan U.K. Italy** 


U.S. Germany -: France 
* Excluding post-secondary non-tertiary education 


** Includes both university and non-university education 
Source: OECD, Education at a Glance, 2000 


Researchers per 1000 labour force, Cahada 1995, U.S. 1997 a= 


7 648 
Percentage of 24 year-olds with University Degree 

Male . 27.2% 29.3% 

Female : 37.6% 36.7% 


_ Proportion of 24-year-olds whose 
ist University Degree is awarded in S&E 
Among Males 


_ Among Females 7.3% 6.9% 


3.6% 3.8% 
Source: Statistics Canada, U.S. Bureau of Labor Statistics, U.S. National Science Foundation 


_.. Dut the U.S. has more university-schooled workers 
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There are many new & emerging industries ... 


Technological developments have 
resulted in a proliferation of new 


industries. Canadian Market Capitalization* 


The growth of high-tech shares 
traded on the TSE has far 1993 to 1999 Average Annuai 


Growth, 1993-99 
41.3% 


36.7% Biotech 
36.0% Envirotech 


exceeded the TSE average, man 


Many will likely be critical to growing at twice the average ratel gap '"aeX* 1998= 100 


and Envirotech growing at nearly 


tomorrow's economic performance | ‘u"timesthe average rate. | 700 
and the everyday activity of 
business. bee Aerospace 


Envirotech 


i 29.4% 
400 & Defence \ 
ees 300 i Z 
- Emerging industries — . ce? | 14.7% 
tse TSE 300 Index 
Biopharmaceuticals ie uhey Semen atele yee Li 
: Bio-Ag ricultu re * Based on sectoral portfolios composed of 10-15 Canadian firms 
Bio-Aquaculture Peis en 
Bioforestry >)" © Employment, 1998 : 
Information and Communication ae = L_us. vs. Canada | 
ies (including E-biz Biotech 10.4 150.9 14.5 times larger 
peecog ( g (CTs 460 4281.2 9.3 times larger 
Environmental Technologies  Envirotech 74.9 885.7 _—‘12.3 times larger 
Telehealth - Aerospace — 43.2 547.6 12.7 times larger 
Aerospace * Based on DRI estimates, thousands 


\. Growing on average 2’ times total GDP 
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..but many of the U.S. industries are proportionately larger 
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Strong ICT technological infrastructure is paramount... 


Indicators of ICT Infrastructure 


Cell Phone Subscribers 


The U.S. is a clear worldwide technology per 100, 1997 

leader when measured against several 

traditional and new comparative # of Internet Hosts per 

benchmarks. 1000 inhabitants, 1999 
Secure Web Servers for 

Virtually all households in Canada have E commeres per 100,000 


Inhabitants, 1998 


access to traditional modes of 
communication such as telephone and oe . 

* Source: Statistics Canada, Canadian Economic Observer Feb. 1999 and-World 
basic cable TV. Telecommunication Development Report 1998. 


Telephone and Internet Access Charges, 1998 
Index (100=OECD Average) 


Canad TT 5: 


Italy | 74 
eS ee 
Japan | 99 
U.K. 11 
France | 115 
Germany [ . 1134 


0 20 40 60 80 100 120 140 160 


Source: OECD Communications Outlook, 1999. US$, PPP indexed to OECD 
average. Based on blend of 20 peak and 20 off peak hours online. 


>. .but the U.S. is a leader L-6 


_ However, Canada has the. 
_ lowest telephone & Internet 
| access charges in the G7il 
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And the U.S. Is taking better advantage of the Internet... 


The Internet Economy: U.S. vs. Canada 


The Internet economy in Canada, | cone | 

although growing rapidly, still Fs ee 
composes a smaller share of ivi === US. vs. Canada 
overall economic activity than in 


the U.S. 


Software 
development and 
web 
development & 
consulting 


Infrastructure 22.2 170.6 8 times larger * 


100 times larger 


Based on a 10 to 1 ratio, Canada's 
Internet economy is only living up 
to its potential in the area of 
infrastructure for the Internet 
economy. 


38 times larger 


Total 28.5 414.4 _ 15 times larger 


U.S. vs. Canada 


Fact: 
Canadians spend on average 
$291/yr online (US$) while 
Americans are spending 
$1326 


Source: Calof & Nash,, 2000 


7 times larger * 


55 times larger 


44 times larger 


16 times larger 


..and the Internet economy 
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The Internet is now a strategic business priority... 


Canadians are spending a lot on 
merchandise at American sites. 
Excluding financial transactions and 
travel-related online purchases, 
Canadian consumers spent 63% of their 
online dollars at U.S. Websites in 1999. 


- And only 26% of Canada's 200 largest 
retailers offered Web-based shopping 
last year, compared with about 50% of 
comparable retailers in the U.S. 


The Borderless Nature of the Internet 


Canadian spending on-line, 1999 


at U.S. 
Websites 


63% 


Retailers conducting commerce online, 1999 
50% 


26% 


Canada 


Source: International Data Corporation, 1999 


pt re more so in the U.S. 
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While e-biz is taking off in Canada... 
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A significant feature of our new 
global and information-driven 
environment is the rapid growth in 
e-commerce — and e-Biz is still just 
in its infancy. 


E-biz will impact on a substantial part 
of everyday activity, from retail to 
trading relationships. 
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E-commerce market and forecast 


$C Billion 
[Business to Consumer 
@aBusiness to Business 


98 99 00 01 02 


* Source: International Data Corporation (1999) and The Boston Consulting Group 
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Canadian Internet Commerce 


Canada's Internet commerce is 
expecting rapid growth. Recent 
forecasts has it jumping to $93.7 billion 
by 2003, from around $11 billion in 
1999. 


However, the government is setting a —- 
new goal for the year 2003 — for : 


Canada to capture a 5% share of world $987 
e-commerce, which would mean doing $11 billion Mion 
$200 billion of business in this way. 
1999 Expected 
2003 


Source: Boston Consulting Group calculation based on figures in Report 
of the Canadian E-Business Roundtable, 2000 


...it is not growing as fast as elsewhere 
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However, in public "cyberspace", we compare well 


We see the pervasiveness and 


“quality” of our ICT technological Schools Connected to the Internet 400% 

infrastructure increasing dramatically. 15 000 
13 000 

By the end of March 1999, virtually all an 

public schools and libraries in Canada 1 oo 

were connected to the Internet, and 3 000 

presently there are almost 4,300 c. ia 

community access sites. 1994 1995 1996 1997 November March 
1998 1999 


Public Libraries Connected to the Internet 
100% 


3 349 


Percent Connected to the Internet 
Schools =—S«~ ic Libraries 
100%" 


2 180 
13% - 
Saas 1 547 
1997 1998 March 
1999 
Source: Industry Canada 

* March 1999 
** Based on Survey in Fall 1998 
*** 1998 me 
Source: IHAB, Industry Canada, National Centre for Educational Statistics, U.S. and L-11 


1998 National Survey of Public Library Outlet Internet Connectivity, U.S. 
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Unprecedented times, unprecedented challenges 


Rapid technological change and the ensuing rise in 
importance of innovation involve many challenges. 


For instance, faster innovation requires: 


- more capital 
- abundant new skills and 


- a greater capacity to create new ideas. 


Canada also needs to “commercialize” 
more of its ideas. 


technological change on the commonality of 
standards and on corporate/industrial 
restructuring. 


3 Other concerns include the impact of 


% 
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Al Underscoring all this is the expectation Fez 


that technological change will pick-up. =< 
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Increased innovation requires more capital... 


To take advantage of new knowledge and 
ideas, it is mandatory that business, and 
economies generally, undertake more 
investment: 


- in R&D (new knowledge creation) 


- in revitalizing / rebuilding plants and 
equipment that facilitate new 
technologies and the production of 
new goods and services. 


Canadian investment is not keeping pace 
with that in the U.S., plus we are attracting a 
smaller share of Northern American FDI, 
including by U.S. MNEs, who are increasing 
their investment in the U.S. at a faster clip. 


- More high-tech Canadian companies are 
going to the U.S. to obtain capital. 


42 Share of Real GDP (%) 


1 Z— 


(25% Gap) 
ivi 


Investment in M&E 
as Share of GDP 


88 89 90 91 92 93 94 95 96 97 98 99* 


* 1999 data is for first two quarters only 
Source: OECD Quarter National Accounts 


Canada's Share of 
North American 
FDI * 


ivi 


12 
85 86 87 88 89 90 91 92 93 94 95 96 97 98 


* Includes FDI received by Canada, the U.S. 
and Mexico from all sources 
Source: OECD and UN 


a U.S. business is investing more in innovation 
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We need more workers with front-line knowledge... 


The efficacy of investment depends on the 

availability of highly skilled professionals. Estimates of the Growth in 
Emigration to the U.S. 

We need to prepare Canadian students for index. 1990-100 f “Temporary, _ 

the 21st century. That challenge has never a Seley 

been tougher, given the rate at which t __Workers*— 

established technologies are changing and 

new ones emerging. 


| Tax-Filers who 


Plus, we need to attract/keep the best — 450 | Changed their 
people who are at the "cutting-edge". But mouse. 
we are finding that many of our "best and 100 oe 
brightest" are going to the U.S., attracted rare 

by better job opportunities, higher incomes, =e Permanent 


and lower taxes. | Emigrants | 
90 91 92 93 94 95 96 97 


Composition of Permanent Emigrants, 1997 


Combining evidence from tax records and temporary 
Percent Number visas with permanent immigration data clearly shows a 
37. 5 — a, significant rise in highly skilled workers leaving Canada. 


Executives & Managers — 
Engineers, Computers & Natural Scientists’ 


184... 
Seo * Admissions of temporary workers in professional occupation visa classes 
Artists & Social Scientists 11.2 555 (NAFTA (TN), professional worker (H-1B) and intracompany transferees (L)) 
Nurses 11.0 545 ** Statistics Canada estimated share of total emigrants (50%) 
Teachers & Professors 8.2 406 Source: Statistics Canada, U.S. Immigration and Naturalization Service 
Doctors 8.0 398 
Other health occupants 5.8 291 


...Dut we fear we are losing our ‘best & brightest’ 
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We must carry-out R&D and "create" ideas... 


Business Expenditures on R&D, 1997 
$US $153.7 Billion 


By improving the capacity for R&D, we 
support the source of the new ideas 


that will lead to new activities and more ive 
value-added products and services — ri 
that in turn contribute to more pe SOR Lake 
high-skill employment and overall 
prosperity. Business Expenditure on R&D, % of GDP 
2 | 1996, 
We must become, to a greater degree, fe a aS 


creators in our own right. 


Researchers per 1,000 Labour Force 
1995 for Canada and 1997 for the U.S. 8.1 


Right now, our R&D remains 
considerably below that of the U.S. and Ewe 
many other industrialized countries. 


Source: OECD and U.S. National Science Foundation 


_..Dut the U.S. businesses spends much more on R&D 
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Just as important, is "commercializing" ideas... 


It's not just the creation of ideas and 
knowledge that is important, but their 
diffusion and commercialization. 


New developments at the interface of 
commerce and science raise important 
issues: 


-e.g. in the area of 
regulations/standards and liabilities, 
and facilitating regulatory and 
framework policies. 


Se 


eens Inventions 
Commercialized Abroad 
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Microsoft 
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Microscope Gene 
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..but we fail to reap the benefits of our inventions 
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Tech-change is abetting industrial and corporate restructuring 


Technological change, alongside 


: A 
globalization, is facilitating corporate 1999 — The Biggest \eat Ever (OF 

: ae as Mergers & Acquisitions in Canada $178 
restructuring and merger and acquisition Billion 


(M&A) activity. New technologies permit 
the rapid transfer of critical information, 
enabling companies to invest in a wide 
range of ventures in the U.S. and around 
the world. Many mergers involve rman ee — 
companies seeking greater pricing power ©anada-U.S. Cross-border M&A Activity, 1999 
and economies of scale in their increasing 
globalized markets. $20 Billion 
Recently announced M&As involving large 
Canadian companies include: 


suoiiigg eNIeA 


Canadian U.S. 
Acquiring Acquiring 


CN Railway - Burlington Northern $28.0 billion* 
Canad U.S 


Source: Crosbie & Co. Inc. 


Uniphase - JDS Fitel $8.9 billion 
U.S Canada 


Weyerhaeuser - MacMillan Bloedel $3.6 billion : 
U.S. Canada bites ; 4 3 


* Announced M&As — not necessarily completed 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 


Source: Crosbie & Co. Inc. 
zi Source: Mergers & Acquisitions in Canada, Crosbie & Co. Inc. 
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How are we Responding @ 
Preparing for the Future? 
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Business is responding... 


Canada's future success hinges on the 
ability to take advantage of new 
opportunities associated with the KBE 
and to meet the challenges of 
technological change. 


This requires "developing" our current 
comparative advantages and creating 
new competitive advantages — based 
on innovation. 


Industry Research and Development 


2:01.51) 1:0 30:5 0 10 20 30 40 50 60 70 
BERD*/GDP (%), 1996 Percentage change in 
industry-funded R&D between 
1990 and 1996 


* Business Expenditure on Research and Development 
Source: OECD 


While our businesses lag in their 
spending on R&D, they are taking 
steps to invest more in R&D and 


technological adoption and developing 
new comparative advantages. 
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..and government is also answering the call 


Making Canada's economy more 
innovative was a major theme of the 
2000 budget. 


New Federal Expenditures on 
Innovation & Research 


“4999 2000. 


Source: Statistics Canada 


The 2000 federal budget allocated an 
additional $1.9 billion in spending over 
the next four years to promote R&D 
and innovation in Canada. 


Better finances, 
better lives 


February 28, 2000 


Canada 
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Canada has an Innovation Strategy 


Canada's innovation Strategy addresses: 
Knowledge 


Infrastructure 


Knowledge infrastructure — to ensure 
Canadians are at the forefront of generating 
new ideas; 


Commercialization — to facilitate the : 
necessary partnerships and mechanisms to : bmmercialization 
capture the benefits of new ideas Business ss Innovation | of 

Environment — : Knowledge 
Human resources — to develop a workforce 
with the skills and attitudes to make new 
things happen, and 


marketplace policies to keep the Canadian Human 
investment climate conducive to growth in 
the global knowledge-based economy. 


Resources 
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Outlook — more and possibly faster technological change 


Over the next decade, most authorities 
believe technological change will only 
speed up. Countries whose innovative 
capacity is developing at a faster clip 
will be in the best position to take 
advantage. 


Ultimately, all countries are becoming 
more innovative. Just to "keep pace", 
countries need to actively focus on 
adopting and embracing technological 
change. 


Innovation Index Ranking 
Among OECD Countries 


1996 
2nd ig 1st 


7 a om 


Source: The New Challenges to America’s Prospects: 
Findings from the Innovation Index, 1999 


a Innovative capacity is developing at 


_a faster clip in the U.S. and many 
_ other countries. 


Michael Porter suggests both Canada 
and the U.S. must continually improve 
their innovative performance, or else 
slip in relative ranking — with dire 

consequences for the ee ILA 
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Some key messages 


Today's technological change is unprecedented — in how it impacts and shapes our 
economies. | 


To take advantage of technological change it's paramount we be innovative, whether it 
be in the business, government or university sectors. This means doing a better job: 


- encouraging investment 
- building and promoting a knowledge workforce 
- creating, developing and commercializing ideas. 


It also means pursuing emerging opportunities and the high-knowledge activities 
required of an innovative economy. 


In this quest, we frequently find ourselves competing with our neighbour, the U.S. — 
a clear worldwide technology leader and premier KBE, and a benchmark to mark our 
future success. 


By doing the right things now, Canada won't be left behind 
in the 21st century. Rather, we will be able to make our 


way into the new millennium as a more prosperous 
country, with good jobs and a globally competitive, KBE. 
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For Further Information 


We welcome your questions, comments and suggestions? You can reach us by ... 


sending us a letter: Serge Nadeau 
Director General 
Micro-Economic Policy Analysis 
Industry Canada 
235 Queen Street 
Ottawa, Ontario K1A 0H5 


e-mailing: nadeau.serge@ic.gc.ca 
phoning: (613) 954-3487 
or faxing us at: (613) 941-3859 


The Micro-Economic Monitor is prepared on a quarterly basis by the Micro-Economic Analysis Directorate 
of Industry Canada. The Monitor provides a quick and easy-to-read update on Canada's economic 
performance. It also provides topical in-depth reports on current economic issues from a micro-economic 
perspective. 


The current analysis update was prepared by Marianne Blais, Julie Dubois, Joseph Macaluso, Alison 
McDermott, and Karen Smith, under the direction of Shane Williamson. 


This quarter's feature was prepared with the assistance of Gary Sawchuk from Strategic Initiatives and 
Aaron Sydor and Nigel Marshman from the Strategic Investment Analysis Directorate. Presentation / data 


assistance was provided by Caroline Farmer and Danielle Lépine, and translation by Lucie Larocque. 
Gary Sawchuk is the General Editor of Special Features in the Micro-Economic Monitor. 
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